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A Financial Notebook 











New Brooms at the Treasury 


IMPORTANT changes are impending 
at the Treasury. In the autumn, its 
two present chiefs, Sir Edward 
Bridges, Permanent Secretary to the 
Treasury (who in that capacity is 
also head of the Civil Service) and 
his deputy, Sir Bernard Gilbert, will 
both retire; and the Government 
will seize the opportunity to make 
an often-discussed reorganization. 
In the past the Permanent Secretary 
has had to divide his time between 
two widely divergent types of re- 
sponsibility—for the machinery of 
government and organization of the 
civil service on the one hand, and 
for the financial and economic work 
of the ‘Treasury on the other. This 
arrangement, whatever its former 
advantages, has become thoroughly 
unsatisfactory since the ‘Treasury 
assumed its wide role in economic 
affairs. It was unreasonable to pile 
so much responsibility upon one 
man, and unrealistic to suppose that 
financial and economic policy could 
be treated, at the highest official 
level, as merely a part-time task. 


Now, at last, these divergent 
responsibilities are to be separated. 
There will be two joint Permanent 
Secretaries, Sir Norman _ Brook, 
secretary to the Cabinet since 1947, 
and Sir Roger Makins, now Am- 
bassador at Washington; the new 


Ambassador will be Sir Harold 


Caccia, now a deputy under-secre- 
tary at the Foreign Office. Sir Roger 
Makins, portrayed in our frontis- 
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piece this month, will have charge 
of all the financial and economic 
work of the Treasury, and will be 
answerable only to the Chancellor 
of the Exchequer. Sir Norman 
Brook remains secretary to the 
Cabinet but adds to these duties 
responsibility for all other Treasury 
work, including that of head of the 
Home civil service (the independence 
of the Foreign service is thus now 
formally recognized). For most of 
these new responsibilities he will 
answer only to the Prime Minister 
in his capacity as First Lord of the 
‘Treasury. 

This is a logical and_ sensible 
reorganization, but since the post 
of deputy permanent secretary is to 
lapse, its first effect in practice will 
be seen mainly in a substitution of 
Sir Roger Makins for Sir Bernard 
Gilbert. In the short run, the ad- 
vantages will depend upon the per- 
sonalities involved. Sir Roger, who 
is 52, is highly regarded and forceful. 
He joined the Foreign Office in the 
late twenties, and in a varied diplo- 
matic career at home and abroad 
he has had much experience of 
economic affairs, mostly on the inter- 
national plane; shortly after the war 
he served as Economic Minister in 
Washington. ‘The importation of a 
‘foreign office man” is, however, 
in present circumstances especially, 
an experiment that involves risks. 
It may succeed triumphantly; but 
success would look more assured if 
the new economic chief had had 
more evident contact with home 















































economic and financial policy. Ad- 
mittedly, neither domestic nor ex- 
ternal policy can be considered in 
isolation; but it has never been more 
clear than now that the key to nearly 
all Britain’s external economic prob- 
lems lies at home. 


Revise Europe’s Exchanges ? 


The past twelve months have wit- 
nessed an intriguing reversal of rdéles 
in the great debate on flexible ex- 
changes. Just over a year ago, in 
the discussions of the renewal of 
EPU and of technical preparations 
for convertibility, Britain pressed 
strongly for a greater measure of 
flexibility of exchange rates than 
was then, and is still, tolerated, while 
Germany sided firmly with the other 
continental proponents of the mini- 
mum tolerance. Much water has 
flowed under the bridges since then. 
The widespread belief that Britain 
was about to move into a regime of 
floating rates started the summer’s 
run on sterling, and compelled Mr 
Butler to give his unequivocal assur- 
ance at the IMF meeting in Istanbul 
that Britain contemplated no move 
‘on any aspect of the exchange 
front ’’. 

The technicians in charge of the 
Exchange Equalization Account may 
still pine for the room for manoeuvre 
that greater flexibility would give 
them; even at the Treasury those 
who understand these matters have 
not altogether abandoned their re- 
gard for a more flexible system. 
But in the present tense climate of 
the exchange market, the very word 
“* flexibility ’’ is anathema to official 
British ears. Its day may return, but 
it is not here yet. It was with 
something like consternation, there- 
fore, that the Chancellor, Mr Mac- 
millan, received early last month a 
letter from Dr Erhard, the German 
Minister for Economic Affairs, sug- 
gesting a discussion of the problem 
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of exchange rate parities at the mid- 
July meeting of OEEC. 

Britain’s balance of payments 
during the first half of 1955 is now 
officially estimated to have attained 
a surplus of £100 millions or more; 
and the June trade gap, though 
larger than the exceptional achieve- 
ment in May, was no wider than in 
earlier months. Yet the condition 
of sterling remains tender. The 
meagre further rise of $16 millions 
in the gold reserve during June 
(details will be found in our usual 
table on page 532) would have be- 
come a net loss if the month’s EPU 
deficit of {£9 millions had been 
settled currently; and pressures from 
the overseas sterling area are ex- 
pected to increase. In these circum- 
stances, the mere hint of discussions 
that might—even with the roles in 
OEEC reversed—have revived last 
summer’s troubles was not a little 
frightening. 

Dr. Erhard based his suggestion 
on the ground that, given the dis- 
parity in price movements in Europe 
during the last few years, the current 
pattern of exchange rates must be 
‘entirely distorted’. He shrewdly 
pointed out that in the 1930s most 
countries made the mistake of using 
exchange manipulation as a means of 
promoting export trade, whereas 
now they manipulate import restric- 
tions in order to buttress unrealistic 
rates of exchange. He therefore 
regarded this distorted pattern of 
exchange rates as a powerful stimu- 
lus to protectionism. His formal 
suggestions were that, as a first stage 
in the process of readjustment, ex- 
change rates should be made flexible 
within a total margin of 10 per cent 
of the existing parities (the present 
maximum range is 2 per cent). In 
addition, he proposed the setting up 
of a long-term credit fund to aid 
OEEC countries that were prepared 
to adjust their parities. 
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In its timing Dr. Erhard’s letter 
was truly Teutonic in its tact. None 
the less, the arguments put forward 
in this letter deserve more than the 
curt rebuff given to them from Great 
George Street. At the OEEC meet- 
ing last month Britain took a negative 
and defensive attitude, not only on 
this exchange front but also on the 
trade front. While Britain has 
belatedly raised its liberalization of 
imports from Europe above the 
OEEC minimum of 90 per cent, its 
delegates showed no _ disposition 
seriously to discuss Britain’s entry 
into the European common market. 
They argued that the United 
Kingdom did not wish, and was not 
in a position, to extend to dollar 
countries the advantages that might 
be conferred on European countries 
and that would have to be extended 
to others by virtue of the most- 
favoured-nation clause. This defen- 
sive role on currency and trade could 
easily do graver fundamental damage 
to sterling than the superficial harm 
that was caused by Mr Butler’s loose 
talking on flexibility last year. 


Pull of the Mark 


Dr Erhard’s initiative, of which 
some premonitory echoes had been 
rumbling around the capitals of 
Europe for some time, reflected the 
further strengthening that has taken 
place in the Deutschemark over the 
past year. ‘The German external 
reserves, including the credit granted 
to EPU, are now equivalent to 
£1,270 millions or $3,560 millions, 
and the reserves of gold and dollars 
alone are larger than the central 
reserves of the sterling area. Dur- 
ing the greater part of the past month 
the D-mark has remained very near 
its permissible ceiling in relation to 
sterling. Its strength has been 


increased by rumours of upvalua- 
tion, which have provoked a specu- 
lative movement of funds to Ger- 
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many. It is against this background 
that after months of hard bargaining 
Germany has agreed to pay defence 
support costs to Britain of £34 
millions, compared with the £50 
millions budgeted for by Mr Mac- 
millan and last year’s payment of 


£71 millions. 
Funding EPU Debt 


The European Payments Union, 
which was set up in 1950 for an 
initial period of two years, was re- 
newed from the beginning of last 
month for yet a further year—sub- 
ject to the termination clause under 
which the Union would be replaced 
by the European Monetary Agree- 
ment in the event of a general move 
to convertibility. ‘This year’s exten- 
sion has been made without amend- 
ment of the Union’s operation. 
Germany and other creditors did 
press strongly for a further “ harden- 
ing” of the settlement of net 
balances, but this proposal was 
successfully opposed by Britain. The 
ratio of gold to credit thus remains at 
75-25. 

However, the decision to extend 
EPU unchanged was combined with 
a further assault on accumulated 
debts. The new arrangement follows 
the model of the funding agreements 
of 1954, under which settlements 
were agreed multilateratly but exe- 
cuted bilaterally—by direct pay- 
ments from debtors to creditors, 
instead of through the Union. The 
new fundings cover a total of $208 
millions, against $912 millions two 
years ago. Britain is repaying a 
further $60 millions, in equal 
amounts to Belgium, the Nether- 
lands and Switzerland; Britain’s 
debts to Germany, the biggest EPU 
creditor, are being offset by German 
repayments of post-war govern- 
mental debts. A down payment of 
$7 millions was made to the three 
countries last month, and the re- 

























































mainder is to be paid in instalments 
of rather under $1 million a month. 
These will supplement the instal- 
ments of $2 millions being made 
under the 1954 settlement. ‘This 
involved $395 millions, of which 
some $200 millions remains to be 
paid off. The effect of the new 
amortization has been to reduce 
Britain’s debit balance in the Union 
itself to $266 millions. 


Bank Calls Unpaid Capital 


A rare event intrigued the bank 
share market last month. The 
English, Scottish and Australian 
Bank announced two calls on its 
shareholders to pay up the £2 un- 
paid portion of its 1,000,000 £5 
shares, later to be split into 5,000,000 
fully-paid {1 shares. The once 
common habit among banks of leav- 
ing shareholders with uncalled lia- 
bility (sometimes as “ reserve ”’ lia- 
bility) dates from the days of 
instability, when depositors needed 
additional protection, and when a 
call was a sign of trouble. Since 
this need disappeared, the tendency 
has been for banks to reorganize 
their capital in fully paid form, 
generally by capitalizing reserves. 
It is not often that this process is 
used, as the ESA Bank is using it, 
as the means of financing long-term 
expansion, and other bank share- 
holders may now wonder whether 
the precedent will be followed. 

All the other major trading banks 
in Australia have increased their 
capital since the war, whereas the 
ESA had not done so for nearly 
thirty years, during which period 
there has, of course, been great ex- 
pansion of banking business. ‘The 
method adopted, unlike a “ rights ”’ 
issue, naturally contributes no pre- 
mium to the reserves, but it avoids 
the draft on inner reserves that 
usually occurs when unpaid _lia- 
bility is extinguished by capitaliza- 
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tion; and it provides new money 
without the need to secure sanction 
from the Capital Issues Committee. 
The additional £2 millions happens 
to be exactly the sum at which the 
bank capitalized a subsidiary com- 
pany in December last to take over 
its hire-purchase business. But it is 
stated that the new finance is not to 
be related directly to hire purchase. 

The calls represent fully 40 per 
cent of the market value of the 
shares on the eve of the announce- 
ment (when their yield at the 1955-56 
dividend of 11§ per cent was 7} per 
cent). ‘The Board hopes to increase 
the distribution in 1956-57, and to 
pay 103 per cent on the enlarged 
capital, so that shareholders who 
retain their holdings would get a 
yield of 8? per cent from their 
additional investment. 


Introducing the 
‘¢ Special Buyer ”’ 

Pressure of death duties last 
month completed the process, started 
immediately after the war, of trans- 
forming the pre-war private discount 
houses into public companies with 
shares quoted on the Stock Ex- 
change. The occasion was of special 
interest, since the house concerned, 
Seccombe Marshall & Campion, also 
acts as ‘“‘running”’ broker for all 
dealings by the Bank of England in 
the discount market. It dates from 
1922, and, except for the one post- 
war formation, it was the only house 
that retained private status. Now, 
after distribution of an internal scrip 
bonus, it has reorganized its paid-up 
capital into £300,000 4 per cent 
Preference shares and £250,000 
Ordinary shares and has sold a 
quarter of the latter at 31s 6d each 
to Panmure Gordon & Co for mar- 
keting. ‘The rest remains privately 
held. 

The balance sheet, publicly re- 
vealed for the first time, shows that at 
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April 29 the house had a total book 
of {£30 millions, including £24 
millions in bills and nearly £6 
millions in bonds valued at under 
market price. ‘Together with reserve 
and carry-forward, the disclosed 
capital resources totalled £796,000. 
The company had obviously been 
well prepared for the difficult phases 
of the past year’s trading: its profits, 
shown before tax but after full pro- 
vision for investment depreciation, 
recovered sharply from £60,296 to 
£140,117, compared with the peak 
of £201,838 touched in 1953-54. 
In contrast, after the stresses of the 
increases in Bank rate in 1951-52, 
the company was forced temporarily 
into the red. 


India Prepares to Use 
its Sterling 


The resignation of India’s Finance 
Minister, Mr Deshmukh, last month 
comes at a moment when an import- 
ant bill amending the Reserve Bank 
Act 1s about to receive a second 
reading. The purpose of this bill is 
to enable the authorities to expand 
the currency as part of the pro- 
gramme of deficit financing con- 
templated under the Second Five 
Year Plan. Under the existing 





provisions of the Reserve Bank Act, 
the Bank has had to hold in its Issue 
Department reserves of gold and 
foreign securities to the extent of at 
least 40 per cent of the note issue. 
When amended, the Act will provide 
for a fixed minimum holding by that 
Department of Rs 400 crores of 
foreign securities and Rs 115 crores 
of gold, irrespective of the size of 
the note issue. The gold reserve is 
to be revalued at the present rupee 
parity of 2.88 grains of fine gold 
per rupee, instead of the book value 
of 8.47512 grains hitherto main- 
tained, and this will raise the value 
of India’s gold holdings to a figure 
somewhat above the prescribed Rs 
115 crores. At the end of June 
foreign securities (almost entirely 
sterling) held in the Issue Depart- 
ment were approximately Rs 646 
crores, and in due course it is to be 
expected that these will be drawn 
down to a figure nearer the proposed 
statutory minimum of Rs 400 crores 
(£300 millions). 

In view of the inflationary possi- 
bilities inherent in these changes, 
the amending bill proposes to extend 
the technical powers of credit con- 
trol. The Reserve Bank is to be 
empowered to vary the proportions 
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of deposits required to be kept by 
the scheduled banks in cash at the 
Reserve Bank within the range of 
5 to 20 per cent of demand lia- 
bilities and 2 to 8 per cent of time 
liabilities, and also to direct them 
to deposit with the Reserve Bank 
the equivalent of up to 100 per 
cent of any increase in their deposits 
after a specified date. It seems 
doubtful, however, whether the new 
powers—even if forthrightly used— 
will suffice to keep the inflationary 
pressures of the second plan in check. 


Every Deposit a New Contract? 


A decision of the High Court last 
month, in Hart v Sangster, disturbs 
the long-standing principle that a 
bank account is a running account; 
it thus has important implications 
for bank customers as well as for 
the banks. The respondent had for 
many years prior to 1951 kept a 
deposit account with Barclays Bank, 
the balance on which at the beginning 
of 1951 was £20,496. On March 17, 
1951, he paid in to this account 
£2,000,000. Interest was credited 
in the normal way on June 20 and 
December 20; and the appellant, 
who was one of HM Inspectors of 
Taxes, sought to establish that the 
deposit of £2,000,000 was a new 
source of income or an addition to 
a source of income within the mean- 
ing of Section 30 of the Finance 
Act of 1926 or Section 21 of the 
Finance Act of 1951, and was thus 
liable to additional tax amounting in 
two financial years to £29,000. The 
Special Commissioners found “ that 
the source, and the only source, of 
the income in question was the con- 
tractual relationship between Mr 
Sangster and the Bank which came 
into being when Mr Sangster first 
opened his deposit account”. On 
appeal Vaisey, J, overruled them, 
holding that the £2,000,000 deposit 
was a new source of income. 
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He so held on what appear, from 
the quite brief judgment, to have 
been the widest possible grounds. 
He accepted the Crown’s contention 
that “‘ a new contractual relationship 
arises on each occasion when money 
is (to use colloquial language) placed 
on deposit by a customer in a bank ”’; 
and he said: ‘‘the conception of 
what I may call a running contract 
is vitiated in my judgment by the 
principle that a present contract to 
enter into a future contract or future 
contracts is in English law no con- 
tract at all—see Von Hatzfeldt- 
Wildenburg v Alexander (1912) 1 Ch, 
284”. This sentence, which would 
appear to be the whole ratio decidendi 
of the judgment, is not restricted to 
deposit accounts—“ placed on de- 
posit’ in the sentence previously 
quoted cannot properly so restrict 
it—and taken at its face value it 
raises some interesting questions in 
banking law; it would seem, for 
example, to run contrary to the 
principle of Clayton’s case. 


The conception of a running con- 
tract 1s so widely accepted in con- 
nection with all banking accounts, 
deposit and current, that few bankers 
will read this judgment without sur- 
prise. The deposit was not chal- 
lenged as being out of the normal 
course of business, nor does it 
appear trom the judgment that it 
was a deposit-receipt account. In- 
deed, had either point been made, 
the banker’s protest can be imagined: 
that a banker is hardly entitled to 
refuse any proper deposit, whatever 
its size, and that although a deposit 
receipt gives an appearance of a 
new contract, the reality of the 
relationship remains the running 
account in the ledger. Vaisey, J, 
hinself said that “the only strange 
feature of [the case] is the conclusion 
to which I find myself driven at the 
end of it”. The banks will cer- 
tainly agree. 
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Squeeze Not Freeze 


HE fight against inflation, the Prime Minister declaimed last month, 

is the new Battle of Britain—which “ this time cannot be won by 

the few”’. This rallying cry aptly emphasizes the magnitude of the 

threat, though not its gradualness and insidiousness. Britain’s 
economy is not in danger of immediate destruction, nor even of immediate 
unemployment: it is “in mortal peril of poverty by stages”, and everyone 
is joined in the fight. But if modern battles cannot be won by the few, neither 
can they be won without a clear faith with which to inspire the many. And 
in spite of the Chancellor’s latest protestations of firmness, both the strategy 
and the philosophy of economic policy seem more than ever indeterminate. 
In its earlier assaults the Government relied mainly upon the principles of 
the ‘‘ squeeze ’’—upon monetary or fiscal action, and other devices that 
work by market pressure. Early this year it tightened the measures of 
direct control, notably over hire-purchase and capital issues; and now, in 
its latest thrusts, it has turned to the even more confusing and contra- 
dictory tactics of the “ freeze’’. It is exhorting industry to stabilize prices 
in the hope of inducing wage restraint, and exhorting the bankers not only 
to continue to restrict advances but also to “ cooperate”’ in preventing 
their liquidity from rising excessively. In blunter words, this is an appeal 
to them to buy gilt-edged—a most regrettable innovation. 

It is just possible that the “‘ market ”’ policies, which are the only ones 
that can be decisive, have been or will be developed sufficiently, despite this 
apparent lack of faith, for Mr Macmillan is still asserting the need for firm 
disinflation. The new devices, he implies, spring from a sensible readiness 
to apply all possible measures simultaneously, in the hope of thus avoiding 
the need to push any of them to extremes. The whole policy, he suggests, 
is based upon “ practical judgment ”’ instead of being merely “‘ doctrinaire ”’. 
The argument is appealing; but these vaunted expedients of the ‘‘ middle 
way ”’ lead inevitably to compromise, and may lead to frustration. 

Except for the not very impressive instalment of the promised cuts in 
Government expenditure, the last major act of true disinflation was the 
budget. Ever since then all the limelight has been focused on the freeze, 
following the series of appeals started by the Prime Minister in May. It 
quickly became clear that the first target would have to be the nationalized 
industries. ‘The Coal Board, having raised its prices, could readily promise 
not to raise them again unless ‘‘ something exceptional happens ”’. ‘The other 
State boards faced the added embarrassment of dearer coal, but, in spite of 
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this, qualified promises have been given by the Electricity and Gas industries, 
while the Transport Commission, prevented earlier this year from making 
the increases necessary to avoid the further growth of its huge accumulated 
deficit, has yet promised not to raise freight charges or make any general 
increase in fares this year. 

This line-up, supposedly attained without pressure from the Government, 
has now served its first purpose of procuring a similar response from the 
leaders of private industry. Last month the Federation of British Industries, 
the Association of Chambers of Commerce, the British Employers Con- 
federation and the National Union of Manufacturers appealed to their members 
to follow the lead of the State boards. Although, they point out, no general 
guarantees of price freezing are possible, “‘ nevertheless, this is a moment 
when an exceptional risk must be accepted, and we advocate and will support 
a policy of great restraint in a united effort to bring inflation to an end ”’. 

Fortunately, these bodies do not seem to have swallowed the fallacy, 
inevitably now widespread, of supposing that arbitrary price stabilization 1s 
indeed the way to end inflation. Their statement does not explicitly make 
the point that if goods are sold below their economic cost the direct effect 
will be to intensify and not to reduce the inflation, because of the stimulus 
it gives to demand. If prices are kept down simply at the expense of profits, 
the effect is to transfer resources from savers to spenders, except only to the 
extent that it cuts industrial investment or dividend incomes that would have 
been spent. But the appeal does emphasize that any resultant breathing 
space will not succeed unless it is used to reduce costs. More significant still 
was the blunt reminder that in the cure of inflation “ the Government have 
the leading réle through their handling of fiscal and monetary policies ’’. 

This puts the emphasis squarely where it belongs. The sole virtue of this 
stabilization campaign lies in its possible psychological effects—in making 
the public more aware of the dangers of the prices-wages spiral, and perhaps 
in shaking employers free from the inertia of habits borne of the long phase 
of inflation. Among the most damaging habits are those of clinging to 
labour at all costs, of keeping workers on short-time because of the belief 
that demand for their products can never for long remain below boom levels, 
of conceding wage claims more or less readily because of the belief that the 
added costs can always be passed on to the consumer. The Government’s 
campaign cannot prove those beliefs wrong, but it may lead business men to 
examine them afresh and then to discard them if the changing business climate 
makes them seem no longer trustworthy. 

In other words, the very most the campaign can do will be to slow down 
the spiral slightly and momentarily; but it will not do even that unless the 
genuine disinflationary pressure, exerted through fiscal and monetary policy, 
is steadily compressing public demand. The squeeze has to compress demand, 
and profit-margins too, by at least as much as is needed to provide a real 
justification for such price decisions as may result from the freeze. ‘The 
outcome, otherwise, will be either a bigger pressure of inflation or a quick 
breaking of the stabilization promises—with the latter alternative then much 
to be preferred. Every one of these arguments about the attitudes of em- 
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ployers, it should be added, applies a fortiori to the attitudes of workers. 
Wage restraint may be temporarily encouraged by a price freeze, but it will 
be a mere mirage unless there is a change in economic climate such as only 
the squeeze can bring. 

This being so, the chances of soon arresting the spiral seem now to depend 
upon whether that can be achieved by only a relatively modest pressure of 
disinflation—by no more, indeed, or little more, than is in the pipeline 
already. This, of course, is not an assertion that disinflation cannot be, or 
ought not to be, toughened substantially: it is simply a guess at what is likely 
to happen, based on recent assertions by the Chancellor. In the matter of 
fiscal policy Mr Macmillan seems to have shot his bolt. In the debate on the 
Finance Bill his gaze was repeatedly fixed upon the possibilities of future tax 
reliefs; no toughening, happily, is in contemplation from the side of taxation. 
But, equally clearly, no substantial new disinflation is likely to come from 
cuts in expenditure—not, at least, until the much discussed major remodelling 
of the defence programme takes place, and that is a process that has to be 
measured in years. Aside, therefore, from the possibility of intensifying the 
administrative pressures upon the capital programmes of the State boards 
and the local authorities, it is from the monetary squeeze alone that any 
significant new disinflation would have to come. But here, too, the Chancellor 
seems to think that the bolt has been shot. This implication had clearly 
emerged even before the new appeals for the “‘co-operation’”’ of the banks. 

In a speech towards the end of June that has received much less attention 
than it deserves, Mr Macmillan made it plain that the present monetary policy 
is unlikely to be stiffened substantially except in circumstances of “‘ extreme 
emergency’. Those who put their trust in making money tighter and 
dearer are all too naive. Granted that inflation cannot be fought with 
cheap money; granted, too, that the Government had relied “ very heavily ”’ 
on monetary measures and “ will certainly continue to use them’”’; but 
these measures had disadvantages, in debt charges at home and abroad, and 
in cutting investment, and “ one doesn’t want more of them than necessary ”’. 

Here spoke the middle-way realist, judging the point of diminishing returns 
to have been reached in monetary policy, and leaving himself only one loop- 
hole for tougher action: 

Of course, in circumstances of extreme emergency it might be right to accept 
temporarily an even stiffer dose of monetary deflation than we now have... 
but . . . if we keep our nerve we can surely find the way out of our troubles, 


not indeed by any soft and easy path but without recourse to the most extreme 
monetary measures. 


The implication, plainly, was that Bank rate will not be raised further, nor 
will policy be much stiffened in other orthodox ways, unless the plight of the 
economy and of sterling worsens seriously. Even if Mr Macmillan felt sure 
that existing pressures will be strong enough, it was highly unwise to weaken 
them, as he inevitably has done, by this extraordinary exposition. 

Some weakening of the credit pressures had, moreover, already become 
apparent. A policy that had no thrust behind it was almost bound to 
weaken. The banks’ end-June balance sheets (discussed in detail on 
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page 499) showed that in the six weeks from mid-May, net bank deposits 
rose by {111 millions, where last year they rose by £68 millions: and their 
mainly seasonal fall over the half-year, by £290 millions to £5,971 millions, 
was nearly £100 millions less than in 1955. Lloyds Bank index, which 
allows for seasonal fluctuations, has been unchanged since April. The 
Chancellor’s appeal to the banks, at his grand assembly last month, not to 
relax the “ present critical attitude towards applications for bank finance ” 
cannot by itself ensure that the trend of deposits will not now turn upwards. 

The cause of the ending of credit contraction was not only the renewed 
upturn in advances ({124 millions in the half-year) but also the fact that 
the banks have not found it necessary to finance more than a moderate 

proportion of these lendings by sales of investments—because their liquidity 
has never been severely strained, and because of the prospect of a bigger- 
than-usual increase in the Treasury bill supply in the near future. 

Yet the monetary authorities made no serious attempt to resist these 
tendencies. ‘Their tactics in dealing with the £824 millions mid-August 
maturity, a big factor in the hopes of still higher bank liquidity, proved to 
be mild and unenterprising. ‘They offered simply a straight conversion, 
on terms closely in line with the current yield pattern, into a single stock 
meekly chosen to fill the one proximate blank space in the calendar of 
maturities—a 44 per cent Conversion stock, 1962, which, plus 30s per cent 
in cash, was exchangeable into an equal nominal amount of War Bonds. 
No issue was made for cash, nor any inducement offered to the industrial 
investors and others that are not subject to tax on capital appreciation. 

The explanation of this mildness has now seeped out. ‘The authorities 
have drawn the banks’ attention to the prospective excess liquidity, and 
have suggested that purchases of securities by the banks would be a more 
satisfactory way of dealing with it than some others that might be imagined. 
The first result of this appeal was to speed up the release of the maturing 
bonds to the Government broker, partly by switches: it is small wonder, 
therefore, that {657 millions of these bonds were converted. If tactics 
such as these succeed in shaking up the gilt-edged market sufficiently to 
enable the ‘‘ departments ”’ to speed up their sales, it will be mainly because 
of the “ cooperation”’ of the banks—and because other investors have 
noted Mr Macmillan’s declaration of no-faith-in-higher-Bank-rates. Any 
success thus gained will be pyrrhic indeed. Mr Macmillan will have here 
taken a leaf from the Daltonian book: remember the ‘success ’”’ of the 
last-of-the-three-per-cents campaign at end-1945 ? 

Given this background, it is to the disinflation already in train, if it is 
in train, that all hopes must be pinned. It is not certain that there will be 
big secondary effects from the belated conversion of short-time working in 
the motor industry into redundancies. ‘The Chancellor has refused to be 
stampeded into political fright on that issue, which is one good portent. 
But if the motor industry does not inject a significant new disinflationary 
impulse into the economy, it is only from the hoped-for slowing down of 
the (still-rising) investment boom that substantial relief can come. Will 
this really provide a squeeze sufficient to justify the freeze ? 
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The Battle of Mortgage 
Rates 


By JOHN MARVIN 


S the May issue of The Banker went to: press with its analysis of 
building society trends, the chiefs of the movement were packing 
their bags for Bournemouth and their annual conference, conscious 
that a problem had to be faced. Their structure of interest rates 

paid and charged had not been altered since the previous autumn, and in the 
meantime Bank rate had risen a full 1 per cent to 54 per cent. The budget, 
too, had given great incentives to other forms of saving, yet the Chancellor 
—unkindly, as some building society men felt—had said not a single word 
of encouragement to the societies, though they provide a substantial item in 
the savings account. The societies had begun to ponder what they would have 
to put in their own shop window to match the attractive new defence bonds 
and national savings certificates. ‘They were troubled that, while a fair 
amount of new investment funds was flowing in, withdrawals were per- 
sistently a little higher than they should have been. 

On balance the members of the Building Societies Association felt that 
they would make a minimum, hold-the-line, concession to financial stringency. 
They recommended bringing the charge for new mortgages, then running at 
anything from 5 to 54 per cent, up to 54 per cent minimum, while leaving 
the recommended share interest unchanged at 3 per cent net,, and the 
charge for existing mortgages also unchanged. 

As the August issue of The Banker goes to press the ink is dry on the 
announcements that have told intending borrowers that they will have to 
pay 6 per cent for the new mortgages—the highest rate for a generation— 
and offer both old and new shareholders 34 per cent net. ‘The deposit 
rate is being raised to 3 per cent net generally—and to 3} per cent by the 
Halifax Society. The slight further tightening in some money rates since 
May has been much too small to have any bearing on this change of front. 
No new instalment of the Association’s quarterly statistics had been 
issued when the vital decisions were taken. No change of heart had—or has 
even now—occurred among most of the leading figures of the building 
society movement. Many of them remain as convinced as ever that 6 per 
cent mortgages are premature and that frequent changes in mortgage interest 
are most distasteful. 
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The architect of 6 per cent mortgages, believe it or not, is the president of 
the Halifax Building Society, Mr Algernon Denham. The same society 
that undercut its charge for mortgages to 4 per cent in 1954 has broken 
the ranks again in 1956 to force the rate up to 6 per cent. When the Halifax 
cut its mortgage charge from 43 per cent to 4 per cent, the move turned out 
to have been badly timed and the other big societies were able to hold their 
line. Now it raises its rates at a time when the demand for mortgages outruns 
the supply of money: if its increases in share and deposit allowances had 
not been followed, the Halifax would inevitably have drawn funds from its 
competitors. Feelings run high, and the true issues are being confused. 
It is therefore best to regard the recent remarkable behaviour of the Halifax 
and the argument for and against 6 per cent mortgages as separate matters. 

The former general manager of the Halifax Society, Mr Fred Bentley, 
became chairman of the Building Societies Association in May. Quite shortly 
afterwards it was announced, amid general surprise, that he was resigning 
from the Halifax Society. But the Council of the Association showed itself 
willing to co-opt him and to carry on with a chairman who held no official 
position with any society. Mr Bentley’s resignation became easier to under- 
stand when the news leaked out that the Halifax Society was resigning its 
membership of the Association with effect from this coming September. 
About that time the President of the Halifax was propounding a scheme for 
two-tier interest rates. The large societies, he suggested, should make life 
easier for the small ones by paying shareholders less than the small societies 
paid. ‘The Halifax was at the time paying only 2% per cent on most of its 
shares while the general standard was 3 per cent, so that the other big 
building societies felt that the proposal was an exhortation to the troops to 
pick up the Halifax step. 

Not until the end of June did a full statement from the Halifax Society 
and a counter-statement from the Association show the real reason for the 
breach. It was not an issue of interest rates at all, but the old issue of short- 
term investment of company surpluses. The Halifax had desired that the 
Association should take a stronger line against the acceptance by building 
societies of large sums of company-owned money because these are in their 
nature short-term deposits and are, therefore, not suitable as a basis for 
mortgage lending. The Council replied that its powers over its members 
were not in general compulsive and that few societies indulged in the 
admittedly undesirable practice of which the Halifax complained. 

The Halifax, however, took the occasion of its resignation to notify the 
Association of its intention to make a change in its own interest rates. The 
cat was soon out of the bag; the new rates were to be 34 per cent on shares, 
6 per cent on new mortgages and slightly more favourable rates to existing 
mortgage borrowers. It looked like a declaration of war and, while interest 
rates had not been the causus belli, they suddenly became the cannon fodder. 

It is difficult to avoid feeling that the Halifax Society has been at fault 
both in tactics and in tact. To allow its general manager to go forward into 
the chairmanship of the Association and immediately afterwards to resign 
from the Association on a long-standing issue was unfortunate. If it was 
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desired that the Association’s powers should be strengthened, that aim was 
oddly served by taking the largest society—representing one-eighth of the 
country’s whole building society assets—outside the Association. In future 
the Association will speak for three-quarters of the country’s building society 
assets instead of for 90 per cent of them. Moreover, if the Halifax really wants 
to give the small societies a better chance to compete with their big brothers, 
then why, as the biggest society, lead the rush towards a higher and much 
more competitive range of interest rates ? 

The issues are so unfortunate and tempers so high that there is a danger 
that the public, including the mortgage borrowers, may never understand 
that 6 per cent mortgages would have had to come anyhow. ‘The démarche 
by the Halifax has merely advanced the inevitable by a few weeks or months. 

Building societies were paying 3 per cent net on share investments and 
usually 24 per cent net on deposits. Grossed up at the composite rate of 
4s 10d in the £ that the societies have been paying, the service (excluding 
administrative expenses usually between 10s and 15s per cent) of share 
capital has cost them just under 4 per cent and the service of deposit invest- 
ment 34 per cent. ‘Treasury bills, a highly popular investment with the 
societies at present, yield nearly 5 per cent. ‘The societies were on clover; 
they could strengthen their liquid ratios with good profit to themselves. 
Indeed, but for tradition and a sense of responsibility, there has been recently 
no reason.why they need go into the mortgage business at all. There was a 
clear profit to be obtained by re-investing the money—provided that share- 
holders continued to put it up. 

But it seems hardly credible that shareholders would have continued to 
provide an undiminished flow. ‘Three per cent on shares grossed up at 
8s 6d in the {1 is a shade under 5} per cent. That is what building society 
interest has been worth to the standard rate taxpayer, though it has cost the 
societies less than 4 per cent to pay it. The investor would have had to 
weigh the attractions of the 5} per cent gross against such alternatives as 
£7 5s 11d per cent compound offered by the new savings certificates (which 
come on sale this month) if held for their full life, 54 per cent upwards offered 
by the local authorities in the mortgage market, and perhaps also the various 
rates from 64 per cent upwards offered by the hire-purchase houses. For 
one reason or another there would still have been some investors who would 
have preferred building societies, but they might have been fewer than usual. 

At the moment the societies could use on housing finance of sound quality 
more money than they command. ‘The logical action is to find a scale of 
rates that will enhance the flow of investment. It is not so easy as it sounds. 
When the rate paid to shareholders goes up, the charge to borrowers has to 
rise even more steeply, because the societies pay the tax on their members’ 
share and deposit interest. When the net interest on shares was 2} per cent 
it was adequately covered by a 44 per cent charge on mortgages, a gross margin 
of 2 per cent. At the beginning of this year there was a balance between 
3 per cent net paid on shares and an average charge of about 5} per cent 
on mortgages—a gross margin of 2} per cent. The next and only obvious 
stopping place is the new 34 per cent net on shares and 6 per cent on mort- 
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gages, providing a gross margin of 24 per cent. That should be a reason- 
ably safe haven, though there is still one uncertainty in the calculation. The 
composite rate of tax will not stay at 4s 10d, and it will probably not be until 
quite late in the autumn that the societies will know what their rate of tax 
for the current year is. This happens to be one of the occasions when a new 
sample is taken of the average effective personal rate of tax of the average 
building society investor. With pay packets better filled than ever and 
perhaps a little more of the rich man’s money flowing into the societies, an 
increase of a few pence in the pound is to be expected. That uncertainty 
is one of the reasons why several of the big societies are not intending to 
make any change in their charge to existing borrowers this year. But 
while a large part of their existing mortgages yield 54 per cent or less they 
will inevitably be cutting margins too finely. 

The 34 per cent net now offered to shareholders is equal to £6 1s 9d per 
cent gross at the standard rate of tax—a bid that looks good enough to 
encourage investment unless the whole structure of rates moves again. Will 
borrowers still take mortgages at 6 per cent ? The present tone of the market 
suggests that in the short run they will. The testing time will come later if 
building costs continue to rise, for the cost of finance is just one element in 
the cost of a house, and the cost of housing as a whole seems still to be rising. 





An Artist's Sketchbook: No. 35 


BRITISH BANKS IN TOWN AND COUNTRY 


Westminster Bank, Chester 


N complete contrast to last month’s drawing of the snug country bank 
Ji: Ewell, we present this month an imposing and very successful 

Palladian style bank in a large county town. Chester is a distinctive 
town: its most unusual feature is the series of covered streets raised above 
the road level and called The Rows. Their generally accepted origin is 
that they were designed to protect the shopkeepers from the neighbouring 
Welsh. Now that the neighbouring Welsh no longer maraud, ‘The Rows 
serve as a very pleasant facility for shopping. Most of the buildings in 
the city are either Classical or medieval half-timbered, or imitations of 
either style. One of the great banks has housed itself in an authentic 
eighteenth century building, and another (at the opposite corner to the 
bank featured here) in a sort of ‘Tudor Revival. 

However, it is buildings such as this branch of the Westminster Bank 
that have the greater claim to continuity. Chester was the ancient Roman 
station of Deva, and the Roman remains in the city, including the city 
walls themselves, are extensive. The bank is carried out, as are other 
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Specially drawn for ‘The Banker 
by Geoffrey S. Fletcher 


buildings in Chester, in grey dressed stone. More particularly here than 
elsewhere it is “‘ surface architecture’, having only a street facade; but 
it is a skilfully managed and effective design to which dignity is imparted 
by the use of four Corinthian columns on a ground storey of rusticated 
stone, with bold pavilion type entrances on each of the flanking sides. In 
striking contrast to the bank in Leeds (portrayed in June) ornamentation is 
kept to a minimum. 
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DEBATE ON MONETARY CONTROL 





Basic Principles and 


Modern Mechanics 


This contribution from Professor Paish 
and Mr Alford falls into two parts. 
They consider first the basic aims of 
monetary policy and trace the specific 
processes by which monetary restraint 
checks spending through its effect on 
incomes; this effect, they conclude, ts 


exerted mainly by the influence of long- 
term interest rates upon long-term 
investment. They then examine the 
problems of method raised by earlier 
contributions to the debate, and express 
a preference for the more flexible 
methods of liquidity control.—E£DITOR. 








By R. F. G. ALFORD and F. W. PAISH 


VERY policy must be judged with reference to the ultimate objec- 

tives it is designed to secure; if we set ourselves intermediate 

objectives, we must be careful to regard success in achieving them 

not as absolutely desirable, but merely as one step towards the 
ultimate objective, and failure as irrelevant if the ultimate objective is 
attained by alternative means. In some of the recent discussion on the 
present position of monetary policy in the United Kingdom,* the impression 
is given that in concentration on intermediate objectives the ultimate objec- 
tive is sometimes overlooked, and that intermediate objectives are treated as 
ends in themselves rather than as means to an end. In this contribution 
to the debate we have therefore thought it wise to re-state at the outset 
the objectives of the policy as they appear to us. 

The purpose of monetary policy in Britain to-day is to check inflation 
and, as a by-product, to secure a balance-of-payments surplus sufficient 
both to guarantee the stability of sterling and to make reasonable provision 
for the capital needs of other countries in the sterling area. Inflation may 
be defined as a condition in which national money income is rising faster 
than national real income. Anti-inflationary policy must therefore be 
directed towards slowing down or stopping the rise in money incomes, 
while at the same time doing as little as possible to reduce either the current 
level or the rate of growth in real incomes. 





* W. Manning Dacey: ‘“‘ The Floating Debt Problem’’, Lloyds Bank Review, April, 1956; 
W. T. C. King: “‘ Should Liquidity Ratios be Prescribed ?’’, The Banker, April, 1956; 
T. Balogh: ‘‘ Dangers of the New Orthodoxy ’’, The Banker, June, 1956; E. Victor Morgan: 
““'The Case for High Short Rates ’’, The Banker, July, 1956. 
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Monetary policy constitutes only a part of total anti-inflationary policy. 
It may be defined as that part which 1s designed to check the rise in money 
incomes by limiting either the quantity of money or its release from idle 
balances. Since by far the greater proportion of any money created or 
released from idle balances is for the purpose of financing investment, 
present monetary policy is sometimes criticized on the ground that it dis- 
criminates against investment and therefore tends to slow down the growth 
of the national real income. It must, however, be remembered that some 
of the other anti-inflationary measures, notably budgetary policy, are 
designed to reduce consumption and increase saving. Monetary policy 
should be regarded, not as a substitute for such other measures, but as 
complementary to them. Given that the level of saving, without inflation, 
is in the short run likely to be little affected by monetary policy, it is the 
function of monetary policy to ensure that investment does not exceed that 
level. If the resulting volume of investment is regarded as inadequate, 
the fault does not lie with the monetary policy which prevents investment 
from exceeding voluntary saving at full employment, but with the inade- 
quate level of saving. ‘The only investment that monetary policy prevents 
is that which might have been financed by the forced saving caused by 
inflation—the involuntary fall in consumption of those whose incomes 
have not risen commensurately with prices and who can neither reduce 
saving nor consume capital. Monetary policy does not reduce the amount 
of cloth to be cut for investment, but merely insists that the coat should 
be cut according to what cloth there is. There is also a case for believing © 
that in the long run a restrictive monetary policy may tend to increase the 
level of saving by making saving more worthwhile, as the result both of 
higher rates of interest and of the checking of inflation. 


IHOW INTEREST RATES CUT 
SPENDING 


A restrictive monetary policy affects the amount of money currently 
received as income in two ways. In the first place, some money is created 
or released for the use of borrowers in paying immediately for the services 
of persons or of their assets—for wages, salaries, rent, interest, dividends, 
etc. Such money enters directly into the income stream, and its restriction 
will have a direct effect on incomes provided that the borrower cannot find 
alternative sources of finance. Most money, however, is created or released, 
not for direct income payments, but for the purchase of existing assets or 
claims, or for the repayment of existing debts. Such money does not 
enter into incomes unless and until it is used in payment for services, 
directly or indirectly. Purchases and sales of assets and claims affect only 
the capital accounts—the balance sheets—of the buyers and sellers until 
the sellers, or those from whom they in turn buy, use the proceeds to pay 
for services. ‘The proceeds from the sales of some types of assets, such as 
non-durable consumption goods, are likely to be passed on rapidly in pay- 


477 

















ment for the services employed in their replacement. With semi-durable 
goods the relationship is less direct, since stocks may rise or fall; while 
with highly durable goods, and still more with claims or titles, the relation- 
ship is largely indirect, through changes in the rate of interest. 

It is generally believed that most bank advances are used to finance 
either immediate payments for services or payments for goods for which 
the proceeds are quickly used in payment for services. If this is so, a 
restriction of the banks’ advances would have a more direct effect on incomes 
than a reduction in their holdings of Government securities. This argu- 
ment, however, depends on the assumption that a borrower who has been 
unable to secure an advance from his bank will also be unable to obtain 
the necessary finance from alternative sources, even though he offers a 
much higher rate of interest. If alternative finance can be obtained else- 
where on any terms, the effect of restricting bank advances will also be 
exerted through its impact on interest rates. 





Interest Rates and Demand 


The effectiveness of any given rise in interest rates in checking the 
demand for new assets (including stocks) depends largely on the proportion 
that the annual interest charge bears to the total (prospective) annual cost 
of ownership. For a shopkeeper whose stocks turn over twice a year, a 
rise from 4 to 6 per cent in the interest rate he pays will add 1 per cent 
of the cost price of his stock to his total costs. With a gross mark-up of 
334 per cent of selling prices, he buys for £100 and sells for £150. On 
this basis, the rise in interest rates will add £1—or, allowing for tax, 10s— 
to his costs, an addition that he will probably regard as small in relation either 
to the gross mark-up or to the loss of business he might incur by carrying 
inadequate stocks. ‘The effect is likely to be even less on a manufacturer, 
because the potential loss of profits caused by a loss of output due to an 
interruption in supplies would be greater. ‘The only case where a moderate 
rise in interest rates is likely to cause any substantial reduction in the - 
willingness to hold stocks is when the fact of the rise causes expectations 
to change about the availability or prices of future stock replacements or 
about the future of demand—especially where stocks are already greater 
than are necessary for the present efficient conduct of the business. 

Even with medium-term investments the direct effect of interest-rate 
changes is likely to be small. If a manufacturer would not put in new 
machinery unless he expected to be able to afford to write it off over five 
years, his total prospective annual cost of ownership, with interest at 4+ per 
cent, is roughly 24 per cent. If the rate of interest rises to 6 per cent, 
the annual cost of ownership rises to roughly 26 per cent, an increase of 
one-twelfth. If, on the other hand, a prospective borrower is con- 
templating building or buying a highly durable, relatively riskless invest- 
ment such as a house or a block of flats, the total prospective annual cost of 
ownership, with an interest rate of 4 per cent, is perhaps no more than 
6 per cent. ‘To him, therefore, a rise in the rate of interest rate to 6 per 
cent, putting the total annual cost up to 8 per cent, will mean an increase 
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of one-third. Such a rise might well render unattractive many investments 
that previously would have seemed desirable, while the rise of only one- 
twelfth in the prospective annual cost of the industrial investment would 
change far fewer decisions. Further, the profitability of even a highly 
durable investment might be little affected by a moderate rise in interest 
rates if it was needed to be used in conjunction with a large investment 
in less durable assets. Thus it might still pay to build a durable new 
factory if it was needed to house a large amount of much less durable 
machinery. 


Relationship between Short and Long Rates 


So far it has been assumed that the rate of interest paid by the short-term 
investor is the same as that paid by the very long-term investor. If, how- 
ever, we assume that the duration of the loan bears some relation to the 
length of the investment, this is not necessarily so, for the interest rate on 
short loans may move very differently from that on long loans. In a free 
market, there is reason to believe that fluctuations in short rates would be 
very much more violent than those in long rates. In times when borrowers 
expected long-term interest rates to fall (which would frequently, though 
not invariably, be at times when they had risen), they would prefer to pay 
very high rates for short periods rather than commit themselves to paying 
an unnecessarily high rate for many years, while lenders would prefer to 
lend on long-term unless offered a very high short-term rate. 

If, for example, the rate on a twenty-year loan is expected to fall from 
6 to 5 per cent within two years, the present discounted cost of borrowing 
£100 for twenty years at 6 per cent now instead of waiting two years to 
borrow at 5 per cent would be about {11, or £5 10s a year. It would 
therefore pay a borrower to pay up to 53 per cent above the current long rate 
of 6 per cent if he could thereby get a two-year loan and postpone his long- 
term borrowing. Conversely, it would not pay a lender to lend for two 
years at less than 114 per cent a year, since he would then lose his chance 
of lending for twenty years at the higher rate. Thus, with a long-term 
rate of 6 per cent, expected to fall to 5 per cent within two years, the 
equilibrium rate for a two-year loan would be 114 per cent. If the long 
rate was expected to fall within one year instead of two, the equilibrium 
one-year rate would be 174 per cent. When, on the other hand, the 
long-term rate was expected to rise, the equilibrium short-term rate would 
be below the long-term rate, very possibly only just enough above zero to 
pay lenders for the trouble of moving out of cash. Thus fluctuations of 
| per cent in the twenty-year rate could theoretically be associated with 
Huctuations in the one-year rate between, say, } per cent and 174 per cent, 
while for still shorter rates the fluctuations might be even wider. Although, 
therefore, the demands for loans by short-term borrowers are little affected 
by fluctuations in short-term rates of the magnitudes customary in long- 
term rates, fluctuations between, say, $ per cent and 20 per cent in short- 
term rates might well have an effect on short-term investment as great as 
Huctuations between 5 and 6 per cent have on long-term investment. 
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In practice, fluctuations in short-term rates, though in some cases wider 
than in long-term rates, are very much smaller than could have been 
expected on a priori grounds. ‘To a large extent this is because lenders 
continue to be willing to lend on short-term at lower rates than seem to 
be consistent with their expectations about long-term rates. The main 
cause of this seems to be that liquidity habits are in many cases fixed, or 
nearly fixed, without regard to lost opportunities of capital appreciation to 
be secured by switching out of cash and short-term investments into long- 
term investments, while on the other hand borrowers may be unwilling in 
their turn to allow their net position to become less liquid by financing 
long-term investment out of short-term borrowing. This means that 
equilibrium short-term rates fluctuate less than the changes in expectations 
about long-term rates would alone imply. But there are also reasons to 
believe that actual short-term rates fluctuate much less even than this 


modified equilibrium rate. 


Infiexibility of Advances Rates 


One very important reason for this is the existence of Bank rate, which 
means in effect that certain privileged borrowers—the discount houses and 
the Government—have the right to borrow for short periods unlimited 
(or virtually unlimited) amounts of central bank money at a rate of interest 
well below the equilibrium short rate. The effect of Bank rate on other 
short-term rates is made more direct by associating with it rates paid and 
charged by the commercial banks on short-term loans from and to the 
public. ‘The rates paid by the banks on deposit accounts have in recent 
years varied only between } and 34 per cent, while the fluctuations in the 
rates charged for advances have probably been narrower still. 

Even without the convention that ties advances rates more or less closely 
to Bank rate, it seems unlikely that they would have fluctuated much more 
widely. It seems to be completely contrary to the tradition of English 
banking to use the rate of interest to any significant extent as a means of 
checking the demand for bank advances. It would be perfectly possible 
(and probably profitable) for a bank, when approached by a customer who 
already had an overdraft of £5,000 at 6 per cent and who wanted another 
£1,000, to offer him the extra facility at 8 per cent to cover the extra risk 
involved. In practice, if a bank does not feel justified in lending at the 
normal rate, it does not feel justified in lending at all. Similarly, when a 
bank feels obliged to reduce its advances, it does not normally raise its 
charges (except in conformity with changes in Bank rate) either on a total 
advance or on a marginal proportion of it; it merely asks the customer to 
make a specified reduction by a specified date. It has thus always been 
possible for the banks, in times of monetary restriction, to keep the rate 
charged on advances well below that which customers would if necessary 
have been prepared to pay. 

If the customer who is refused an advance has no alternative source of 
finance, he may be compelled to make adjustments to his investment plans, 
as for instance by running down stocks even at the cost of loss of efficiency, 
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or to reduce his drawings on the business or the distribution of dividends. 
In either case the restriction of advances leads more or less directly to a 
reduction in incomes. But other frustrated borrowers may be able to find 
alternative sources of short-term finance, often at much higher effective 
rates of interest, as for instance by forgoing trade discounts or using hire- 
purchase facilities. In such cases the marginal short-term rates effectively 
paid may be anything up to 20 per cent per annum, which is much nearer 
the equilibrium rate. Alternatively, they may be able to obtain the necessary 
finance by selling securities or borrowing on long term, thus committing 
themselves to paying high interest rates for many years, even though they 
would have preferred to pay much higher rates for short-term loans if these 
had been available. 

It is this unwillingness of banks to use interest rates as instruments of 
credit policy that has given rise to the confusion that exists about the effects 
of changes in interest rates on business decisions. Since the short-term 
rates paid and charged by banks are never allowed to fluctuate sufficiently 
to influence business policy materially, it is not unnatural that business 
policy is virtually unaffected by their fluctuations. This does not mean, 
however, that business policy is not influenced by refusals to increase or 
continue overdraft limits, or by rises in the long-term rate of interest, 
especially when the higher rates are expected to be temporary; nor does it 
mean that business policy would not be influenced by changes in short- 
term rates if the banks allowed them to fluctuate in conformity with equi- 
librium rates instead of relying on the quantitative restriction of advances. 


Squeeze Advances, or Deposits ? 


It is now possible to begin to consider the differences that have arisen 
between those who regard a fall in advances, especially to the private sector, 
as the main objective of a disinflationary monetary policy, and those who 
look mainly to a fall in bank deposits, regardless of which particular assets 
have fallen. These differences became particularly marked in the first 
half of 1955 when, under the pressure of a falling total of quick assets and 
a barely adequate liquidity ratio, the banks sold investments heavily while 
continuing to expand advances. Although the heavy sales of investments re- 
duced the Lloyds Bank seasonally adjusted index of net clearing bank deposits 
from 112.0 in February to 108.1 in June, many commentators believed 
that this fall was less significant than the rise in advances and that, by 
selling investments, the banks had been able to evade the primary intention 
of the Government’s policy, even though one effect of their action was to 
raise gilt-edged yields steeply. 

Whether a fall in bank advances has a larger or more rapid effect on 
incomes than a similar fall in any other bank assets depends essentially on 
whether, and how soon, those who are refused advances are able to obtain 
finance from alternative sources, or whether they are forced to reduce 
investment (probably largely in inventories) or dividends. If they cannot 
find alternative sources of finance, the effect on incomes is likely to be 
direct and rapid. If, however, they do manage to obtain finance in other, 
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though less preferred, ways on terms that are not so onerous as to cause 
them significantly to alter their investment (or dividend) plans, then the 
effect of the restriction of bank advances will be less on their immediate 
expenditures than on the general level of interest rates. That is to say, the 
effect will not be very different from what it would have been if the banks 
had sold securities instead of restricting advances. 

How far those unable to obtain the advances will be able to find the 
necessary finance elsewhere is not easy to determine. ‘There is, however, 
reason to believe that it is a good deal easier to-day than it was before 1914, 
for it would seem that the private sector as a whole is much more liquid 
now than it was then. Not only are the private sector’s liabilities to the 
banks, both on overdraft and still more on bills, much smaller in relation 
to its assets than they were fifty years ago, but far more of its assets are 
held in liquid form. ‘The quantity of money now seems to constitute a 
much higher proportion of national income and, still more important, the 
private sector holds very large amounts of Government debt either repay- 
able on demand or maturing in the near future. The possibility of replacing 
from other sources loans refused by the banks is no doubt reduced by the 
obligation to obtain the permission of the Capital Issues Committee for 
all borrowing or issues of securities exceeding £10,000 in any twelve months, 
but it is doubtful if even this is sufficient to prevent the excess liquidity of 
the rest of the system from percolating through in some form or other and 
filling at least a large part of the financial gap facing those who have been 
refused a bank advance and are, if necessary, prepared to pay rates far 
above the yield on Government securities. 

If this diagnosis is correct, no restriction of advances is likely to achieve 
more than a very partial success unless it is accompanied by a general 
restriction of the supply of money and a general rise in interest rates, while 
on the other hand a general restriction of the quantity of money may 
achieve many of the results of a restriction of advances. For if those 
unable to obtain bank advances are able to go into the market and obtain 
finance by bidding up interest rates, it is not they in the main who will 
be deterred from borrowing by the higher rates, since in general they will 
need the money to finance short-term investment. If rates of interest rise 
sharply, the main effect is likely to be felt by those desiring to raise capital 
to finance long-term investment. ‘Thus whether the rise in interest rates 
results from borrowing by those who have been refused’ advances, from 
sales of securities by the banks, or from any other cause, such as borrowing 
or sales of securities by the Government, the main effect is likely to be seen 
on long-term rather than short-term investment. Since, however, long- 
term investment usually requires a long preparatory period and since, once 
preparations have been begun, projects can be abandoned or postponed 
only at heavy cost, it takes a very much larger rise in interest rates to 
enforce the suspension or abandonment of existing projects than to induce 
the deferment of new projects. Thus it is likely to be a matter of months 
or even years before the effects of anything but a very large rise in long- 
term interest rates is seen in a fall in investment activity, especially if it 
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has been in process of rapid expansion. ‘Thus the position to-day is very 
different from what it was before 1914, when a far higher proportion of 
the assets of the banks consisted of the obligations of the private sector, 
when the private sector held far fewer liquid assets and when the fall in 
investment demand caused by tight money occurred largely in short-term 
investments, especially stocks, and therefore rapidly. 


ALTERNATIVES IN BANKING CONTROL 


So far we have dealt with the relationships between spending (which is 
the crucial thing), the volume of bank deposits and the level of interest 
rates. We must now turn to the aspects of policy upon which the greater 
part of the recent debate has been concentrated—the means by which the 
authorities can influence the level of bank deposits and the implications of 
these means for interest rates. 

In their recent articles Mr Dacey and Mr King pay considerable attention 
to the “ liquidity principle’’. ‘They both point out that in present con- 
ditions the authorities cannot put any direct downward pressure on the 
level of bank deposits by reducing the banks’ cash reserves by means of 
open market operations in ‘Treasury bills. ‘The banks can at once restore 
their cash reserves by calling from the discount market and compelling it 
to borrow from the Bank of England, and the only effect is to bring short- 
term rates nearer to Bank rate. Even if Bank rate is raised, this cannot be 
expected to have any effect on the volume of Treasury bills, which form 
(directly or indirectly) the great bulk of the banks’ liquid assets, and it is 
only by reducing the amount of the banks’ liquid assets that they can be 
forced to reduce their non-liquid assets and their deposits. If the 
authorities are to control the level of deposits they must be in a position 
to bring pressure to bear, not merely on the banks’ cash reserves but on 
their whole liquidity position. 

There are four main ways in which the authorities could conceivably 
influence the liquidity position of the banks: 


(1) The use of an over-all budget surplus to reduce the floating debt; 

(2) The sale of either new or existing securities to the public and the use of 
the proceeds to reduce the floating debt; 

(3) The compulsory imposition on the banks of variable minimum liquidity 
ratios ; 

(4) The inducement of the banks, whether by compulsion or by the offer of 
sufficiently attractive terms, to convert some part of their liquid assets into 
non-liquid assets, as for instance by a return to the system of Treasury 
Deposit Receipts that operated during and after the war. 


The first of these methods is unlikely to be practicable in the present year, 
and in general would hardly provide a sufficiently flexible instrument for 
use as a regular means of short-term monetary control. It 1s the second 
and third methods—control by funding and control by prescribed liquidity 
ratios—that have attracted the most attention in recent discussions. We 
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two simplifying assumptions: that the banks cannot acquire liquid assets 
from elsewhere in the system, and that they invariably adjust too low a 
liquidity ratio by selling securities rather than calling in advances. ‘These 
assumptions will be relaxed later. 


‘‘ Funding ”’ and Prescribed-Ratio Methods Compared 


Two different conditions for the use of either method need to be dis- 
tinguished: the aim may be merely to remove (or avoid) an excess of the 
banks’ quick assets over the current minimum ratio, and thus to prevent a 
threatened increase in non-liquid assets; or it may be desired actually to 
reduce the quick assets below the minimum, and thus to force the banks 
to reduce non-liquid assets. ‘To remove surplus liquidity by funding, the 
authorities must raise money from the public, as for instance by causing 
the departments to sell part of their holdings of gilt-edged securities, and 
use the proceeds to buy or redeem bills from the banking system. The 
effect of this will be to reduce the banks’ liquid assets and their deposits 
by equal amounts until the point is reached where liquid assets reach their 
minimum ratio to deposits. The elimination of excess liquidity by funding 
therefore involves both a fall in deposits and a rise in long-term interest 
rates, caused by the official sales of securities. In contrast, the removal of 
excess liquid reserves by prescribing and raising the minimum liquid ratio 
correspondingly has no effects either on the level of deposits or on interest 
rates; all that happens is that, by a stroke of the pen, the existing liquidity 
ratio becomes the minimum ratio. ‘Thus, in an operation designed merely 
to eliminate excess liquidity, the funding method is distinctly disinflationary 
while the prescribed ratio method is not. 

This difference disappears, however, when the object is to reduce 
deposits by a given amount, and also to reduce the non-liquid assets. Let 
us assume that the aim is to reduce deposits by £100 millions and that 
liquid assets already stand at the present minimum liquidity ratio of 30 per 
cent. Under the funding method, the authorities sell £30 millions of 
securities to the public, using the proceeds to pay off Treasury bills and 
reducing both the banks’ liquid assets and their deposits by £30 millions. 
In order to restore their liquid ratio to 30 per cent the banks themselves 
will have to sell £70 millions of securities; thus sales of gilt-edged, by the 
banks and authorities combined, will total £100 millions and deposits will 
have fallen by that amount. Now let us use the prescribed ratio method. 
To reduce deposits from £6,000 to £5,900 millions we shall have to raise 
the minimum liquid assets ratio from 30 to just over 303 per cent. This 
will compel the banks to sell £100 millions of securities and to reduce their 
deposits by the same amount. ‘Thus (apart from the possibility that the 
authorities may sell securities that differ in type from those sold by the 
banks) the two methods have quantitatively identical direct effects not only, 
by hypothesis, upon deposits, but also on the gilt-edged market. 

The effect of the fourth method, whereby the banks are induced to convert 
part of their liquid assets into non-liquid assets, is identical with that of 
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the third, that of prescribed ratios. If T7DRs are used for this purpose, 
all that happens is that each week the authorities require the banks to 
‘deposit ’’ funds with the Treasury up to any amount they see fit; the 
resulting 'DRs, being non-transferable, do not rank as liquid assets at the 
banks. ‘To curtail bank liquidity by this method the net calls for funds 
on TDRs (after providing for maturing TDRs) have to exceed the Treasury’s 
current needs for funds; the excess is then employed in redemption (or 
temporary “special ’’ purchases in advance of redemption) of Treasury 
bills. ‘The mere removal of excess liquidity by this method does not affect 
either the total of deposits or the price of gilt-edged securities; but if it 
drives liquidity below the customary minimum, it will reduce both. While, 
however, the direct effects of using —T7DRs are identical with those of the 
prescribed ratio method, the 17DR method has certain positive advantages. 
In the first place, it gives the authorities a far more delicate control over 
deposits, since changes in the volume of ‘TDRs can be made in much smaller 
steps than are practicable with prescribed ratios; secondly, it uses an instru- 
ment already familiar to the banks; thirdly, it has the great advantage of 
working through a liquidity ratio convention that has been evolved by the 
banks themselves and to which they do attach importance. 


Liquidity Control and Interest Rates 


\ir King makes a detailed comparison between the funding and the 
prescribed ratio methods of influencing bank liquidity, and lays particular 
stress on the fact that a rise in the gilt-edged rate tends to cause a rise in 
the minimum liquidity ratio that the banks themselves desire to maintain. 
The reason for this is that the possibility of illiquidity becomes more 
threatening when it would entail the forced sale of securities on a weak 
and difhcult market. ‘Thus in removing excess liquidity by the funding 
method, the sale of securities by the authorities has a double effect: on the 
one hand it leads directly to a fall in the banks’ liquid assets (and deposits), 
and on the other it causes the banks’ desired liquidity ratio to rise to meet 
the falling actual ratio. ‘The important conclusion that follows from this 1s 
that the ability of the authorities to exert pressure on the banks by. funding 
is not limited by the absorptive capacity of the gilt-edged market. 

In exercising their quantitative effects on bank deposits, measures to 
reduce bank liquidity have effects on interest rates. In an operation 
designed merely to remove excess liquidity, Mr King contrasts the pre- 
scribed ratio method, which leaves rates unchanged, with the funding 
method, which depresses security prices. ‘The two methods are, however, 
not comparable, for the funding method reduces deposits while the prescribed 
ratio method leaves them unchanged. If a given reduction in deposits is 
to be secured, the interest rate effects of the two methods are in principle 
similar, both tending to raise long and medium rates and to lower bill rates. 

Mr King also contrasts the indirect effects of the two methods via changes 
in the banks’ expectations. He suggests that once the prescribed liquidity 
ratio has been raised the banks will fear it may be raised again, and will 
therefore concentrate their security holdings on the very shortest bonds, 
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with undesirable effects in distorting bond rates. This effect seems to be 
a consequence rather of the discontinuity and roughness with which the 
prescribed ratio policy would presumably be carried out rather than of the 
policy itself. The funding or TDR methods, though capable of being 
used much more smoothly, could have similar effects if applied with 
sufficient violence. 

Mr Dacey’s discussion of the problem of removing excess liquidity seems 
to refer mainly to conditions very different from those that exist at present. 
He appears to be concerned, not with the problem of checking an inflation 
that has already developed, but with policy during what one might call an 
‘ inter-inflationary period’, such as developed in this country in 1953. 
He is certainly right in insisting that in such conditions it would be wise 
to remove some of the excess liquidity from the system by means of an 
active funding campaign. With the demand for gilt-edged securities active 
and their prices rising, the immediate effects of funding would probably 
be seen rather in a fall in short rates than in a fall in security prices. He 
also seems to be justified in his contention that low short-term rates at such 
a time would have the additional advantage that they would tend to con- 
centrate holdings of liquid assets in the hands of those least likely to release 
them when the yields of alternative investments became more attractive. 

We must now proceed to remove the two simplifying assumptions made 
earlier. ‘The first of these was that the banks cannot acquire liquid assets 
from elsewhere in the system. There is in fact a considerable volume of 
Treasury bills in the portfolios of institutions outside the clearing banks 
upon which the banks may be able to draw by bidding up the price of bills. 
How far they are likely to be successful in this depends largely on the 
alternative investments open to the outside institutions. If, for instance, 
the banks were forced to realize large quantities of short bonds, the conse- 
quent opening up of a gap between the bill rate and the short bond rate 
might well cause the outside institutions, with their less rigid liquidity 
ratios, to release bills to the banks in exchange for bonds. A second possible 
source of additional liquid assets for the banks consists of the additional 
trade or bank bills that borrowers might be caused to issue by the restriction 
of advances and the rise in long-term rates; and a third arises from the 
possibility that discount houses might take up more short bonds, financing 
them by call loans from the banks. The existence of these possible sources 
of additional liquidity for the banks reinforces the argument that whatever 
method is used to reduce the banks’ liquidity needs to be highly flexible, 
and increases still further the advantages of the funding or —TTDR methods 
over the prescribed ratio method. 

The implications of the second assumption, that the banks reduce only 
their security holdings when they are short of liquid assets, must be 
examined in the light of the considerations put forward in the first part of 
this article. If the arguments advanced there are accepted, it would appear 
that reductions both of advances and of investments show their effects 
mainly in rises in long-term interest rates, and therefore that the removal 
of the assumption makes little difference. In so far, however, as frustrated 
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borrowers can be prevented from obtaining alternative finance, the effect 
on incomes of a reduction in advances is likely to be more immediate than 
that of a fall in the banks’ holdings of securities. A rise in interest rates, 
especially on short bonds, will, however, make it more likely that the banks 
will restrict advances, since the greater the prospective capital appreciation, 
assured by the approach of the bonds to maturity, that the banks have to 
sacrifice by selling securities, the more reluctant they will be to sell. Thus 
the policy of forcing up rates on bonds rather than on bills has the additional 
advantage that it increases the banks’ disposition to restrict advances. 

We have seen that measures to restrict the banks’ liquidity are likely, if 
pushed to the point of reducing deposits, to raise long-term rates and lower 
bill rates. A still more disinflationary effect could be secured by taking 
additional steps to prevent the decline in bill rates. | Such an objective could 
be attained by combining a funding or TDR operation with a rise in Bank 
rate. As Professor Morgan points out, a higher Bank rate brings with it 
a higher rate on deposit accounts, which would provide a greater induce- 
ment for owners of bank balances to hold them idle. ‘This would make it 
more difficult for those refused loans by the banks to find alternative sources 
of finance. A combination of higher Bank rate with a vigorous funding or 
TDR policy would exercise an extremely powerful disinflationary effect, 
though perhaps the authorities might be reluctant to push such measures 
to the point where they threatened the solvency of established institutions 
such as the discount houses. 


Focus on Medium and Long Rates 


There are two important implications for Government policy in the 
general conclusion reached here—the conclusion that in present conditions 
a restrictive monetary policy operates mainly through increases in medium- 
and long-term interest rates rather than through bill rates and the restriction 
of advances. ‘The first is that it is no argument against a policy of funding 
the floating debt to claim that the securities market cannot absorb any 
appreciable quantity of sales by the Government. If a reduction in the 
banks’ liquidity would in any case operate mainly through a fall in. security 
prices, the expectation that a similar fall would be brought about by means 
of relatively small sales of securities by the Government provides an argu- 
ment in favour of funding rather than against it, since it would achieve the 
same end by simpler means. 

The second implication is that the effects of monetary policy are now both 
slower and more fundamental than in earlier days. It cannot and should 
not be used to correct a temporary disequilibrium in the balance of payments 

that must be the function of the gold reserve—but reserved for the removal 
of a deep-seated tendency for the country to spend more than it can afford 
on fixed investment at home. ‘To use monetary policy for this purpose 
will require both greater skill and much greater foresight than was needed 
when the function of monetary policy was to provide a quick remedy for 
balance of payments difficulties by discouraging the holding of stocks and 
by attracting short-term balances from abroad. 
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Nearer the Show-down ? 


HERE have been times in the past month when I have been 
tempted to believe that our situation was at last about to change 
—to change basically for the better, even though immediately for 
the worse. It began to look as though the recession in the motor 
industry might really be leading to a slackening of the dangerous tautness 
of overfull employment. At one time, indeed, a sudden snapping of that 
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tautness by a nation-wide “‘ show-down”’ between labour and management, 
which many people hold to be the inescapable condition of ousting inflation, 
seemed almost on the cards. 

That was when the steel maintenance men were on the point of converting 
their two-months’ old overtime embargo into a full strike, while at the 
same time the men of the British Motor Corporation were threatening 
strike action in response to the company’s brusque treatment of its 
redundancy problem—its abrupt dismissal of 6,000 of its 48,000 workers. 
On that matter, incidentally, I must say that I do not agree with the course 
the BMC management took. Certainly the Standard Motor episode gave 
them very little encouragement to show consideration beyond their legal 
obligations, and certainly, too, the almost indecent haste that the Minister 
of Labour showed to put the employers in the wrong contrasted strangely 
with the Tory Government’s unfailing practice of leaning backwards to 
condone a lapse not merely from good manners or fair dealing but from 
actual legality on the part of labour. 

Nevertheless, [ must say that it seems to me entirely reasonable for 
displaced workers to expect something longer than a week’s notice to enable 
them to look around for suitable jobs, and that the BMC did not give them. 
On the other hand, the attempt to force the company by the threat of a strike 
to give ex-gratia compensation for dismissal is utterly unreasonable and 
unsustainable. If displaced workers are to receive assistance over and 
above normal unemployment benefit to tide them over the transition from 
one job to another, then it obviously cannot fall on the firm they are leaving 
to give it. ‘The proposal of the unions to call a strike of all BMC workers 
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on this issue is really indefensible and it is a tribute to the innate common 
sense of the rank and file of British workers that on this occasion there 
should have been such opposition to the strike from the factory floor. 

As I write, the question of whether there is to be a strike in the steel 
works is still in the balance. It is impossible yet to be sure whether these 
two disputes will develop into the show-down. 

Short of that, there is still very little solid evidence to support the 
impression, which at times has been very difficult to resist, that the malaise 
of the motor trade is spreading by infection to other parts of the econemic 
body. ‘The June unemployment figures, which one expected to show 
some reflection of the reduced production of cars and other consumer 
durables, showed none at all. They left it clear that jobs vacant still out- 
number job seekers. 

Short, therefore, of the show-down we still stand, it would seem, much 
where we did. Or do we? ‘There remains the Government’s price 
stabilization policy—the “‘ plateau’’ plan. ‘There have been developments 
there during the month. ‘The nationalized industries have toed the line 
drawn by the Prime Minister and the Chancellor of the Exchequer, the 
line of no increases in charges for the next six months. ‘The FBI and the 
other principal organizations of industry have gone as far as they could in 
committing private industry to a similar measure of price restraint. It is 
now up to organized labour. Will it respond to the appeal, or won't it? 
There is still virtually no evidence that it will. 


Impasse through Inhibitions 


So far as | know none of the big labour leaders has made any public 
declaration in support of a wage standstill nor has any responsible industrial 
writer professed to detect any change in the attitude of the unions. Unless 
and until there is such a change we still face the chance of a show-down. 
A lot of people, indeed, still talk as though in the last resort labour must 
have its wage increases if it insists on them, cost what they may. Even 
3 per cent unemployment, they say, is “‘ politically impossible’. Indeed, 
| constantly hear this shoulder-shrugging phrase from all sorts of people, 
some in high places; they use it as the final and conclusive rejoinder to an 
economic argument. If pressed, they will admit that the only ultimate 
solution of the impasse to which this leads is devaluation. 

However, so far are our rulers still from conceding that final point that 
Mr Macmillan last month indignantly turned down the suggestion of Dr 
Erhard, the German Minister of Economics, that the then impending 
OEEC meeting should discuss the question of flexible currency parities. 
This was the very matter, indiscreetly ventilated in and through British 
financial quarters a year ago, and likewise notably at the OEEC discussions, 
that set going the run on sterling. One appreciates that the British 
“ authorities’? do not want to be manoeuvred into discussions that might 
have the same result this summer. 

All the same, mere stubborn refusal to face any unpleasant possibility 
can't get anywhere in the end. ‘That is still far too much the Govern-. 
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ment’s disposition. We won’t have unemployment, we won’t have strikes, 
we won't have a higher Bank rate, we won’t have devaluation. Those are 
the guiding principles of the Government’s policy and they lead it to clutch 
at this terribly weak and unreliable reed, ‘‘ voluntary ”’ stabilization of 
prices and incomes. I had almost forgotten another ‘“ won’t”’ on which 
Mr Macmillan expatiated in a speech at Leeds last month—we won’t have 
direct controls. He developed with considerable force the case against 
these instruments of government, so much favoured by the Left and among 
sections of the Right, and I had every sympathy with his argument. But 
he was, nevertheless, rejecting one possible line of policy and one would 
have expected him to develop the case for the alternative line—indirect or 
monetary control. So he did, up to a point, but only to leave the final 
impression that he was not prepared to go any further with monetary 
measures, except perhaps in desperate emergency. ‘They cannot be left, 
he said, “to do all the work’’. If they were strengthened they would, 
he agreed, have some general effect on all parts of the economy. But, 
unfortunately, the most powerful effect would be where it was not wanted, 
in the field of general investment. We did not want less productive invest- 
ment, we wanted more, though it might be necessary to moderate the 
speed at which it was rising. But why should the Chancellor suppose 
that a higher rate of interest would reduce the corpus of productive invest- 
ment? ‘There is not the slightest reason why, in the present condition 
of industrial activity, it should do any such thing—though doubtless it would 
modify its shape. Indeed, in so far as higher rates led to more saving, the 
resources available for investment would increase and certainly in present 
circumstances it is the resources and not the rate of interest that are the 
limiting factor in investment. 


Revive TDRs ? 


It is a pity that the Chancellor should be diverted by such a flimsy argu- 
ment from interesting himself in the further possibilities of monetary policy. 
It certainly seems the wrong time for losing interest. Difficulties are 
obviously increasing in the field of technical control. The floating debt, 
on the need for the reduction of which all the monetary experts agree, has 
increased and will increase further. The great conversion operation to 
deal with the {£824 millions of 24 per cent National War Bonds was launched 
in mid-July. The response was quite good, but £167 millions of the War 
Bonds have been left to be paid off in cash. And the transfer of the current 
financing of the nationalized industries from the banks to the Exchequer 
will clearly likewise involve the issue of more Treasury bills. Meanwhile 
the banks are notably more liquid than they were a year ago and they have 
begun to re-extend the credit which in the last half of last year they were 
busy calling in. 

The present state of the gilt-edged market is anything but encouraging 
to the issue for cash of Government stocks with the object of funding 
Treasury bills. No doubt there will be offerings of short loans this autumn 
but these cannot be expected to do more than limit the expansion of the 


490 














floating debt. The problem of the already existing excess, which makes 
effective central control of the money supply so much more difficult than 
it used to be in the days when the liquidity of the banks depended on 
supplies of commercial bills of exchange which would themselves tend to 
contract in times of dear money, will remain. ‘The problem, indeed, has 
become more difficult since it first became a subject of general discussion 
in the City a few months ago. 

My feeling is that it ought not to be allowed to drift, but that a drastic 
solution should be sought. I would not myself favour the imposition on 
the banks of any permanently binding liquidity regulations. I do not 
want to fetter their discretion in credit-granting. I would rather free 
them from the handicap of the Butler “‘ request ”’ which hasn’t worked too 
well and is likely to work the worse the longer it goes on. But for that to 
be feasible a preliminary measure of solidification of floating debt is necessary 
and in that the banks would have to co-operate. You could call their 
co-operation voluntary or “‘ voluntary’, as you please. The point is that 
they should be asked as a once-for-all measure to take up some issue of 
stock, whether of the nature of the Serial Funding Stock of 1951 or of the 
wartime ‘TDRs, which would be short-term (but renewable) and therefore 
proof against depreciation but would not rank as technically liquid. ‘The 
banks will not like the suggestion, which they may claim to be equivalent 
to a discriminatory tax upon them, but if they value their freedom—and 
[ am not always sure that they do—they should certainly reflect that if they 
reject it worse might befall them.* 

Any expedient that might be deemed proper and practicable to deal with 
this particular problem would, of course, only be an element in monetary 
policy as a whole, which is a continuing process of vigilance and action. 
Supposing the appeal to the two sides of industry and that tertium quid, 
the nationalized boards, meets with a certain success, as we must hope 
that it will, there will certainly be no less need for a strong, consistent and 
articulated monetary, or if you like economic, policy. This is something 
we badly lack so far. 


Destination Unknown 


I commented a few moments ago on the Government’s inhibitions. 
Even more serious is the fact that it has not developed any coherent, 
positive economic policy. I was much impressed by two recent letters in 
The Times bearing on this point, one by Lord Coleraine, the other by Mr 
Joseph Grimond, MP. Lord Coleraine complained that the Conservative 
Government lacked not so much a policy as a philosophy. He said that 
they did not seem to know whether they wanted a free society or an equal 
society, an indefinite extension of the welfare state and a doubling of the 
standard of living or a large increase of British investment in the Common- 
wealth. It was very certain, he said, that in neither case could they achieve 





_ * Professor Paish and Mr Alford, in their discussion on page 476, also see advantages 
in the TDR technique. For our part, we still cling to the hope that the problem could 
be solved by a bolder use of the market techniques of control, making any such arbitrary 
expedients unnecessary.—EDITOR. 


491 








both alternatives. Mr Grimond, pursuing the same theme, taxed the 
Government with being “ shocked ”’ by any suggestion that they are creating 
unemployment when everybody knows that if we are to pull out of our 
precarious economic situation we must face some transitional unemployment. 

These strictures are, of course, irrefutable. What is the use of the 
Government promising the Commonwealth Prime Ministers, as it did at 
the recent conference, that we would go all out to increase long-term invest- 
ment in the Commonwealth, when it knows that our reserves are utterly 
inadequate for such a purpose and that any increase in them will be imme- 
diately pre-empted to increase the standard of living ? (The Labour Party 
is just as bad. It wants to give away 1 per cent of the national income, 
say {160 millions, a year while permanently pushing the wage index ahead 
of the cost of living.) And instead of rounding on the BMC for its sackings, 
Mr Macleod ought to encourage and welcome transitional unemployment 
—and see that it is as short as possible. 

It is indeed true that, as Lord Coleraine says, the Government lacks 
faith and purpose. In the context in which I am mainly interested, inflation 
—which is after all an almost all-embracing context—it is pathetic that there 
should be so little clear thinking and so little resolution. As inflation is a 
matter of too much money circulating one would have thought it obvious 
that it can be got rid of only by reducing the amount of money circulating. 
Yet in such a fog of emotional confusion have the politicians managed to 
envelop the issue that we are now getting very near to the point where the 
only course entirely ruled out is any further tightening of the money supply. 
I have mentioned the Chancellor’s reference to this matter at Leeds. Only 
in “‘ extreme emergency ”’ is an “‘ even stiffer dose of monetary deflation ” 
than the present one to be contemplated. The present dose, as we know, has 
not yet even brought down the number of unfilled vacancies to equality 
with the unemployed. But that did not stop the Economic Secretary to 
the Treasury from nobly backing up his boss. In the course of some 
by-play with the principal opposition speaker in the third reading debate 
on the Finance Bill on the various “ Boyle’s laws’, he begged the right 
honourable gentleman not to forget “‘ Boyle’s third law” which is that 
‘“we have not been relying wholly on Bank rate or unselective restrictions ”’. 
Another jest spoken, one feels only too sure, in earnest. 
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Commonwealth 
Development Now 


HE communique issued at the end of last month’s conference of 

Commonwealth Prime Ministers in London had unusually little 

to say on economic affairs—and what it did say had a repetitive 

and faded air. It reiterated the familiar theme of such gatherings, 
that “‘ each country through sound internal economic policies and steady 
development of its resources and earning power could help to strengthen 
the Commonwealth and the sterling area and move steadily towards the 
agreed objective of the widest practicable system of trade and payments ”’. 
The overseas premiers were apparently satisfied that Britain would do its 
economic duty according to these lights, for they “‘ noted with satisfaction 
the United Kingdom’s determination to maintain and improve its capacity 
to serve as a source of capital for development in Commonwealth countries ”’. 
The emphasis must be on “ improve ”’ rather than “ maintain ”’: the recent 
performance of the United Kingdom in this field deserves the familiar 
reproof of the school report, “‘ Could do better ”’. 

Notwithstanding the polite words of last month’s communique, the 
embarrassment that this shortcoming has caused most Commonwealth 
countries has evoked a number of public expressions of disappointment 
and complaint. Intending borrowers on the London market must take 
their place in a long queue, and the rates that need to be offered are sub- 
stantially higher than those to which the borrowers have grown accustomed 
in the past two decades—and substantially higher, too, than those prevailing 
in the capital markets of North America, including the World Bank. Fore- 
most in protesting at the effects of Britain’s dear money have been India, 
South Africa, New Zealand, and the Federation of Rhodesia and Nyasaland. 

India has accepted only with great reluctance Britain’s offer of credit to 
finance its big steel project. ‘The British Government has made a generous 
concession by offering most of the money at the rate at which it itself 
borrows in the London market—but this still leaves the interest rate at 
about double what India is paying on the credit for the steelworks to be 
supplied by the Soviet Union. ‘The impact of Britain’s credit restriction 
on South Africa has been felt principally and most seriously in a reversal 
of the normal flow of capital from the United Kingdom—a movement that 
early this year induced the Union authorities to impose restrictions on 
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capital transfers to the United Kingdom. New Zealand has voiced its 
regret about the reduced availability of London capital—and its Royal 
Commission on the monetary system has recommended that Britain make 
available special short-term facilities to cover temporary fluctuations in 
New Zealand’s payments. The Central African Federation has recently 
secured substantial loans from United Kingdom sources to finance the 
ambitious Kariba gorge development programme; but the amounts have 
fallen short of needs, and the Federation has been obliged to take a large 
loan from the World Bank. Earlier, Sir Roy Welensky, deputy premier of 
the Federation, was reported to have put forward the hopeful suggestion 
that Britain should grant loans free of interest. 

Britain’s failure to provide the capital needs of these and other countries 
is wholly regrettable. But the blame, it must be reiterated, needs to be 
laid not on dear money but on the insufficiency of domestic savings— 
excessive domestic consumption—of which dear money is a reflection, and 
for which it is a remedy. ‘The capital for development has not been there. 


Britain’s Contribution since the War 


A timely statistical analysis of the shortcoming has recently been made 
by Professor Frank Paish in Lloyds Bank Review. He points out that, 
while Britain’s real national income is to-day probably more than 25 per 
cent above the pre-war level, and perhaps 70 per cent higher than in 1913, 
its capital exports, which in 1913 were the equivalent of about £800 millions 
at to-day’s prices, have in the last three years averaged only some {£60 
millions a year—and over the whole of the post-war period they have been 
substantially negative. Indeed, writes Professor Paish, “the failure of 
Britain to maintain since the war a margin of saving over domestic invest- 
ment sufficient to supply out of her own resources more than a fraction of 
the capital needs of those countries of the Commonwealth that are accustomed 
to look to her for finance, is perhaps the most important cause of her decline 
as a world power ”’. 

Britain has continued to export capital on a fair scale during the post-war 
period, but it has not done so from its own resources. ‘The grants and 
loans made by the United States to Britain between 1946 and 1951, though 
they were not intended to furnish this country with the means to invest 
abroad, provided the counterpart (and more) of the exports of capital that 
were made to the rest of the world. Professor Paish expresses regret that 
a way could not have been found to continue the process—for, he writes: 


The United Kingdom has all the qualifications for a successful exporter of capital 
—specialised institutions, financial connections, long experience; all the quali- 
fications, that is, except the availability of adequate resources to invest. If it 
had been possible for the United States to continue to supply this sole deficiency, 
the results might in the long run have proved beneficial both for the ultimate 


suppliers of the capital and for its ultimate users. 


Professor Paish is asking a very great deal, particularly if he is suggesting 
that the productive and in many cases highly remunerative overseas capital 
investments made by Britain should again be financed in part, as they 
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were during the period of Marshall aid, by outright grants from the United 
States. ‘Those days have gone, probably never to reappear. ‘To-day, lack 
of domestic capital spells the forgoing of overseas capital financing—or, 
of course, the sale of a Trinidad Oil. 

Whatever flow of savings Britain can canalize into a balance of payments 
surplus, the opportunities for profitable investment are unlikely to be over- 
taken. Countries such as India, Pakistan, the Rhodesias and even the Gold 
Coast and Nigeria are striving to compress into half-decades a degree of 
industrialization that in Britain and Europe was spread over a generation 
and more. Their demands for capital and capital goods represent a 
challenge to Britain’s economic and political leadership. The successes— 
and failings—in Britain’s response to that challenge are highlighted in two 
of the most dramatic and ambitious of the capital schemes: India’s second 
five-year plan; and the project, already well under way, for building the 
dam and the hydro-electric power stations in the Kariba gorge of the 
Zambesi, to lay the basis of what could in due course become one of the 
great industrial regions of the world. 

The ambitious extent of India’s second five-year plan was discussed 
in detail in contributed articles in The Banker last month. The projected 
role of external capital is reflected in the official estimate of a balance of 
payments deficit equivalent to a total of between £800 and £850 millions 
over the next five years. ‘The blueprint of the plan goes into considerable 
detail about the intended means of covering this yawning gulf from external 
sources. A large contribution is to be derived from the running down of 
India’s sterling balances. ‘These now amount to about £540 millions, and 
in the next five years are to be released at the rate of £30 millions a year. 
Such sterling funds, admittedly, are derived from India’s existing resources; 
but for the United Kingdom their drawing will constitute a new export of 
capital. ‘The running down of sterling balances is being made possible by 
a currency law amendment (explained on page 465), which fixes the 
reserve of gold and sterling balances that must be maintained against the 
rupee note circulation at a fixed minimum (£300 millions of sterling or 
other foreign currencies and {£87 millions of gold) instead of at a pro- 
portion of the note issue, as hitherto. Allowing for the gold already held 
by India in its separate reserve, this law will release more or less the 
amount of £150 millions by which sterling balances are planned to be run 
down over the next five years. 

In addition to these releases, sums to a total of about £170 millions are 
already committed to India under existing loan agreements, notably those 
concluded in connection with the development of the steel industry—by 
British, German, Russian and American investors. Assuming India’s total 
capital requirements for the second plan period to be £850 millions, and 
deducting from this the two items already mentioned, this leaves a balance 
of some £530 millions to be covered from other sources. As far as can be 
ascertained, one of the principal channels through which this additional 
capital will be provided is expected to be the World Bank, which is being 
brought into ever closer consultation in connection with development of 
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the five-year plan. Recently the bank announced a loan of $75 millions 
to the Tata Steel Company. A further, and it is hoped substantial, con- 
tribution will be provided by export credits from the United Kingdom and 
other countries. Britain’s finance of its steelworks is for the most part 
being granted under a straight Export Credits Guarantee Department 
‘“‘ Section 3” credit, which in effect amounts to a government-to-govern- 
ment loan. The Indian authorities are counting also on continued aid 
from the United States—put at the equivalent of about £200 millions over 
the next five years. A substantial part of the aid will doubtless be in the 
form of shipments of food from America’s still mounting surpluses. 

After allowance has been made for these various forms of inter-govern- 
mental and official borrowing, a substantial balance—the equivalent of very 
nearly £150 millions—remains as the hoped-for contribution from private 
investment. ‘The major part of this is expected to come by way of direct 
investment, such as that now being undertaken by oil companies in building 
refineries in India. A substantial balance, however, is still expected to be 
provided by loans floated in the London market by the Indian Government. 


Trustee Status for Republics ? 


The prospect of market borrowing by the Government of India raises a 
delicate problem, namely, that of the trustee status of any such stock. When 
trustee status was given to colonial stocks under the Colonial Stock 
Acts of 1877, the concept of fully autonomous dominions, much less of 
republics within the Commonwealth, had not taken shape in even the most 
fertile of imaginations. ‘The Acts passed between 1900 and 1948 laid down 
that to secure the benefits of trustee status the borrowing dominion Govern- 
ments must accept the jurisdiction of United Kingdom courts in matters 
that affect stockholders’ rights. ‘The Governments must also undertake 
not to pass legislation affecting these rights without the consent of the 
United Kingdom Government. 

After the full emancipation of the dominions by the Statute of Westminster 
of 1931, some very delicate juggling had to be effected to reconcile the 
new legally recognized sovereignty with the trustee status of dominion 
government stocks. ‘The necessary reconciliation was achieved by under- 
takings by the dominions concerned to make room for the ‘‘ Royal power 
of disallowance ’’, and thus allow the home Government the power of veto 
of any legislation that might seem to run contrary to the interests of British 
stockholders. ‘This arrangement at least maintained the pretence of the 
ultimate sovereignty of the British courts and Government in the Common- 
wealth over measures that could affect the rights of British holders of the 
dominion stocks. 

This formal arrangement, however, cannot be made with the Common- 
wealth countries that have adopted the status of republics: since they owe 
no allegiance to the Sovereign they plainly could not maintain the Royal 
power of disallowance. So far no solution has been found to this particular 
problem. If the doors to the London market for trustee securities are to 
be opened to the Governments of India and Pakistan, the necessary 
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weakening of the legal requirements for trustee status, however formal 
and artificial they may be, could damage the credit of such dominions 
as Australia and New Zealand, which are perfectly prepared to toe the 
line of the Colonial Stock Acts. This is an issue to which early attention 
will have to be given and answers found if India persists in its plans to 
finance an appreciable part of its capital requirements for the second plan 
by public loans issued in the London market. 

Ranking with the Indian plan as one of the major projects that will strain 
the capital resources of the free world over the next few years is the Kariba 
hydro-electric power scheme. ‘This will ultimately involve a capital outlay 
of some £120 millions; and further large sums will be spent on the ancillary 
developments and the secondary industries that will be built on the basis 
of the new power. 

The first stage of the Kariba development is expected to cost £80 millions, 
and detailed plans have already been drawn up for providing this capital. 
A major contribution—a larger one than had originally been expected to be 
necessary—is being made by the World Bank: it is lending $80 millions, 
or {28 millions, in various currencies, at 5 per cent. Of this, £10 millions 
in sterling is to be made available from the United Kingdom’s paid-up 
subscription to the Bank’s capital. A detailing of the capital that is to flow 
to the Kariba scheme from the United Kingdom gives a fair indication of 
the diversity of the available channels—though also of the limits to the 
available finance—for irrigating Commonwealth development. In the first 
place there is to be a loan of £15 millions, at 6 per cent, from the Colonial 
Development Corporation; this is, in fact, United Kingdom Government 
money. ‘The Commonwealth Development Finance Company, represent- 
ing big institutions in the City of London as well as in industry, is lending 
{3 millions, also at 6 per cent. The balance of £35 millions needed to 
complete the finance of the first stage of the Kariba project will be made 
available through and by the Federation Government. Of this, £28 millions 
will be obtained from local borrowings. 'The copper-mining companies of 
the Anglo-American and Selection Trust groups, who will be among the 
main beneficiaries of the new hydro-electric power, will lend £20 millions; 
the British South Africa Company will contribute £4 millions, and Barclays 
Bank DCO and the Standard Bank of South Africa {2 millions each. This 
leaves £6 millions to be found by the Federal Government itself; part of 

the capital may be provided by an issue of stock in London. 

Disappointment about the limited extent of Britain’s participation at 
Kariba has been heightened by the severe setbacks in its tenders for equip- 
ment. ‘The basic work for the civil engineering contract—the building of 
the dam itself, the road approaches, the bridges, etc—will be entrusted to 
an Italian firm; and another Italian firm has secured the greater part of 
the orders for the costly transmission work. British firms gained the 
contracts for the turbines and generators—but apparently only by dint of 
their margin of imperial preference. In all, the orders secured by British 
firms so far amount to only £16 millions—against £35 millions by Italian 
firms. Even after making allowance for the portion of the Italian business 
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that is likely to be sub-contracted to local and United Kingdom firms, it 
seems certain that a considerable part of the United Kingdom’s sterling 
participation will be spent outside the sterling area, and will thus impose 
a strain on the gold and dollar reserves. 

The failure in tendering is a result of the uncompetitiveness of United 
Kingdom firms in price and delivery terms; while the failure to supply 
adequate capital finance here and elsewhere in the Commonwealth is a 
result of the inadequacy of Britain’s available investment resources. As 
Professor Paish writes in the article quoted above: “‘ In spite of an unprece- 
dentedly rapid rise in production, in no single year, still less in any series of 
years, hasthe United Kingdom had a surplus of saving over fixed investment 
at home sufficiently large to provide both for an increase in stocks com- 
mensurate with the rise in output and a favourable balance of payments 
commensurate with the capital needs of those developing countries which 
traditionally look to it for finance’’. If Britain is to regain its economic 
leadership in the Commonwealth—and maintain its political leadership— 
retrenchment at home will need to be carried far enough both to yield the 
necessary margin of investible resources and to restore the international 
competitiveness of its industry. ‘The market for both the finance and the 
equipment needed by the developing Commonwealth is all but open—and 
Britain’s competitors are showing no hesitation in edging their way in. 
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Credit Contraction 


Halted 


HE mid-year balance sheets of the clearing banks leave no room 
for doubt that the money pressures have receded significantly in 
recent months. Over the half-year all the clearing banks, subject 
to one special exception, have of course experienced a decline in 
deposits, and aggregate net deposits are down by £290 millions, at £5,971 
millions. But this decline contrasts with the record contraction of £386 
millions that occurred in the first half of last year, and is indeed little more 
than a seasonal movement. ‘The index compiled by Lloyds Bank dropped 
by less than 1 per cent between December and April, and since then has 
been stable at 104.6, compared with 108.1 at mid-1955. In the last six 
weeks of the half-year, moreover, the deterioration from last year’s per- 
formance has been especially marked (as it was in the May period): net 
deposits rose by £111 millions, compared with £68 millions in 1955. 

This halting of credit contraction has been associated with an even more 
striking change in the trend of advances. In the second half of last year 
these fell by £335 millions from the peak of £2,186 millions touched at 
mid-1955, whereas in the past half-year they have risen by £124 millions, 
to {1,975 millions. A major part of the reversal was, of course, attributable 
to the nationalized public utility industries, which by early this year had 
run through their market issues of lastsummer. ‘Their demands, however, are 
unlikely to have accounted for as much as half the total increase in bank 
lendings. It is noteworthy, too, that the last quarterly classification showed 
that the local authorities have been reducing their indebtedness significantly. 
The private sector, it is clear, has been absorbing a substantial volume of 
additional advances—though the banks’ holdings of commercial bills 
moderately declined over the half-year, by £15 millions. 

The banks claim that they are still adhering to the principles of squeezing 
advances that they adopted after Mr Butler’s ‘‘ request” of last summer, 
except, of course, that there is no longer any question of their working 
towards any “‘target’”’ reduction in their total lendings. Personal and 
other customers who find themselves unable to make a good case for special 
consideration are unlikely to have discerned any softening in the bankers’ 
attitude. The Chancellor himself has indeed recently emphasized that 
this is no time to relax: ‘‘ I rely on the banks to continue their co-operation, 
since the Government are anxious that the full force of the credit restrictions 
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should continue to be maintained”. It seems unlikely, however, that 
this mere reaffirmation will evoke any actual stiffening of recent practice. 
The banks explain the increase in their lendings on the grounds that they 
face continuous pressure from borrowers in the export industries or 
engaged on other work that they regard as “essential’’, that there is a 
tendency for customers to draw more fully up to previously sanctioned 
limits or under earlier informal understandings, and that all these “ irre- 
sistible ’’ demands tend to grow as prices rise. Hence, although it may be 
true that the squeeze is having a qualitative effect that cannot be seen from 
the published figures—by producing a switch of credit from the less to 
the more essential categories of borrowers—it seems that its total effect is 
rather to put a brake upon growth than to enforce a net contraction. 

So long as the authorities remain content with this sort of squeeze, the 
banks themselves will certainly not wish to tighten it. Official policy has, 








Change since 


a ~ 
June, June, May 16, End- Mid- 
1955* 1956* 1956 1955 1955 
£mn {mn {mn {mn £mn 
Deposits... a 6510.4 6282.8 +130.7 — 329.1 — 227.6 
““ Net ’’ Depositst 6172.7 5971.1 +110.7 — 289.5 — 201 .6 
Liquid Assets a 1962.2 2108.8 + 66.9 — 362.7 +146.6 
30.1 33.5 
Cash 2 °F 525.9 516.9 + 21.7 — 48.2 - 9.0 
8.1 8.2 
Call Money a 440.0 447 .3 + 31.2 —- 59.0 + 7.3 
6.8 7.1 
Treasury Bills .. 890.2 1030.7 + 4.9 — 240.3 +-140.5 
13.7 16.4 
Other Bills - 106.0 113.9 + 9.1 —- 15.2 + 7.9 
1.8 
“* Risk’’ Assets - 4285 .3 3937.8 + 37.9 + 70.8 — 347.5 
65.8 62.8 
Investments ie 2099.0 1962.8 — 27.5 — 53.1 — 136.2 
32.2 31.3 
Advances. . a 2186.3 1975.0 + 65.4 +123.9 — 211.3 
33.6 31.5 


* Italic figures beneath asset totals are percentages of published deposits. 
+ After deducting items in course of collection. 


indeed, lately left them with latitude for relaxation—as measured by normal 
banking considerations. ‘The lowest liquidity ratio shown by the clearing 
banks as a group during this past half-year has been 33.1 per cent, touched 
in March, and the end-June ratio was 33.5 per cent, compared with 30.1 
per cent when the phase of acute stringency ended in mid-1955. This 
more comfortable liquidity has not, moreover, generally had to be painfully 
contrived by further heavy realization of investments. Total investment 
portfolios declined by £53 millions over the half-year, but a significant part 
of this movement must reflect writing down, and the whole decline is in 
any case far short of the amount of the increase in advances. 

The explanation of this relief from the pressure to sell investments is that 
the rate of contraction of liquid assets has notably slackened. ‘These assets 
declined during the half-year by £362 millions, whereas in the first half 
of last year they dropped by no less than £420 millions. It is significant 
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that virtually the whole of this slackening has occurred in the period during 
which the level of deposits (as measured by the seasonally adjusted index) 
has been stabilized. In the second quarter of the year liquid assets expanded 
by £97 millions, whereas in the corresponding period last year they rose 
by only £45 millions. This is highly disappointing, for in this period the 
Treasury has been enjoying the benefit not only of a significant contraction 
in its ‘‘ overall ”’ deficit but also of a large increase in the net flow of funds 
into tax certificates. In spite of the poor performance of defence bonds 
and savings certificates, and the slower rise in the note circulation, the 
Treasury's net cash needs have been substantially less this year. 

This experience suggests that official tactics are unlikely to be such as 
to enable the authorities to get a tighter grip upon bank liquidity—by 
normal means, that is. Last month’s mild conversion operation, discussed 
on page 470, will not suffice to cover the impending bond maturity without 
net recourse to borrowings on floating debt, and very soon those borrowings 
will tend to rise further, when the Treasury takes over not only the current 
financing of the nationalized industries but also the discharge of their 
existing borrowings from the banks (other than for short-term needs). 

The mid-year balance sheets of the banks severally are analysed in our 
regular monthly tables (page 530). Among the big banks, it will be seen, the 
highest liquidity was shown by Martins (39.3 per cent, after reducing the 
investment portfolio by {£5 millions in the final six weeks) and Barclays 
(34.7 per cent, after a similar reduction in investments) and the lowest by 
the Westminster (31.3 per cent), which has slightly increased its investment 
portfolio during the half-year. Lloyds, whose portfolio was reduced by 
no less than £35 millions in this period, showed 33.1 per cent. ‘The biggest 
increase in advances over the half-year was made by the Midland (£35 
millions), but this bank shows a net decline of 9 per cent over the year. 

All the six banks that in 1955 were still writing-down their investments 
to (or below) market value have succeeded in maintaining this traditional 
practice. But the four big banks that first altered their practice in 1952 
all now show a bigger depreciation on their portfolios of Government 
securities than at end-1955. ‘The following table sets out the differences 
between market and book values: 


End-1955 Mid-1956 
£mn % £mn % 
Barclays. . oa - 15.18 3.5 16.36 3.8 
Lloyds .. “a ei 8.24 2.4 13.01 4.3 
Midland ‘ ‘a 23.70 5.2 24.34 5.3 
Westminster .. sie 8.98 3.7 9.95 4.1 


It should be noted that only the Midland and the Westminster make it 
plain that there has been no writing-down at all—not even out of current 
profits (which should have been larger than last year)—since the date of 
the last balance sheets. ‘The comparative rates of increase in the dis- 
closed depreciation do not, therefore, afford an infallible guide to the 
relative lives of the several portfolios. 
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New Zealand’s Monetary 


Experiment 


By C. G. F. SIMKIN 


AUCKLAND, July 12 


HEN Sir Otto Niemeyer was invited, in 1930, to report on a 
central bank for New Zealand he proposed an institution 
conforming closely to the Bank of England’s traditions. Its 
basic aim should be convertibility between the New Zealand 
pound and sterling, and its weapons for controlling local credit should be 
discounting and open market operations. He did hesitate over the difh- 
culties that bills were very little used for internal trade and that there was 
no short-term money market, but was optimistic enough to say that time, 
aided by the new central bank, would remedy the situation. 

The Reserve Bank was set up three years later, largely in accordance with 
Sir Otto’s recommendations. Mr Lefeaux, the first Governor, had himself 
come from the Bank of England, and gave some attention to developing 
discounts. ‘The Bank’s rate was lowered from an initial 4 per cent to 
24 per cent in March, 1936, at which level it was one-half of the best over- 
draft rate. ‘The avowed object of this reduction was to test the appeal of 
bills as a means of cheap accommodation to traders and manufacturers, but 
the Bank’s report of 1936 admitted that no calls had been made on it for 
discounts. Attention was again drawn to the desirability of a local bill 
market, although the report acknowledged that this ‘‘ does not appear to 
be capable of immediate realization’’.. ‘The rate was lowered to 2 per cent 
in the following June, again without result, and the Bank made no further 
references to a short-term money market until quite recently. More 
significant still, it was not until 1954-55, when an entirely new phase in 
New Zealand’s monetary policy opened, that the discount rate began to be 
seriously used as a weapon of restraint. ‘To appraise this recent experi- 
ment, which is the primary purpose of this article, it has first to be set 
against the background of the long period of quiescence in monetary policy, 
and then of its cautious awakening in and after 1952. 

Even in this quiet phase, a further weapon had been supplied to the 
central bank. In the ’thirties, some observers, notably Professor A. G. B. 
Fisher, had doubted also the possibility of effective open market operations 
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in a country where the stock exchange was a narrow and weak affair. He 
drew attention, in 1935, to the greater applicability here of the variable 
reserve ratio technique that had been practised by the Federal Reserve 
Board. ‘The Amending Act, passed by the Labour Government when it 
nationalized the Bank, incorporated this suggestion. Since 1936 the Bank 
has had the power, subject to approval by the Minister of Finance, of 
varying the minimum statutory deposits trading banks are required to keep 
at the Reserve Bank, provided these are never less than the original ratios 
of 7 per cent of demand and 3 per cent of time liabilities in New Zealand. 

This power, too, was left long unused—actually for eighteen years. The 
Labour Government had begun to extend direct controls over the economy 
before 1939, and during the war they grew into a very comprehensive 
system. Nor was there any great anxiety to demolish them until the 
National Party won the general election of 1949. During this period the 
Reserve Bank played a quiescent réle because of official faith in the controls. 
The Secretary of Treasury explained the matter to the recent Royal Com- 
mission on Monetary, Banking and Credit Systems in this way: “‘ You had 
the whole thing controlled, under direct control, and there was no need to 
use the more indirect and certainly more flexible controls through the 
monetary system ”’. 

The National Government was pledged to more liberal measures. It 
began by scrapping many import controls, but in those days its under- 
standing of monetary policy did not appear to have advanced beyond a 
recognition of the dangers from Reserve Bank credit. The central bank, 
for its part, seemed content to rely upon voluntary co-operation by the 
trading banks together with the system of selective control of advances, 
which had been in operation since 1942. The Governor told the Com- 
mission that he had not proposed to the Government any variation of 
reserve ratios until late in 1951. ‘That year had seen a very large and 
damaging flood of imports accompanied by an alarming expansion of trading 
bank advances. The Reserve Bank was allowed to deal with the situation 
by imposing a comprehensive system of exchange control, but as both the 
Bank and the Cabinet regarded this as a temporary measure they began 
thinking about the possibilities of controlling aggregate demand and the 
balance of payments by monetary means. 

In August, 1952, reserve ratios were raised from 7 and 3 per cent to 10 and 
5 per cent. The Reserve Bank was taking unprecedented, but long recom- 
mended, action to deal with an abnormal situation. Imports had just 
reached the peak of their flood. ‘The increase in reserve ratios, however, 
came too late and proved ineffectual. It merely slowed down the increase 
of trading bank liquidity. Heavy imports and consequent purchases of 
exchange from the Reserve Bank had shrunk the large balances that the 
trading banks acquired during and after the war; yet at the time ratios were 
raised bankers’ net free cash was still one-eighth of their deposit liabilities 
or about the same ratio at which they had operated in the late ’thirties and 
earlier "forties. ‘Their net overseas assets, moreover, were still higher than 
before the wool boom. 
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After August there was also a rapid increase of liquidity because of a 
sudden pull of fiscal developments against monetary policy. Large budget 
surpluses in the previous two financial years had enabled the Government 
to reduce its net indebtedness from {75.3 to £39.1 millions. In 1952 the 
Government decided to keep off the strained local capital market, in spite 
of a big increase of public works spending, and instead ran up its net debt 
to the Reserve Bank by £51 millions. Some observers were critical of this 
inflationary finance, but the Governor of the Bank defended it as a justi- 
fiable use of the previous budget surpluses. 

Advances fell continuously until February, 1953, but this was obviously 
not a result of tighter banking liquidity. As imports fell towards more 
normal levels, demand for credit slackened, and as traders set about reducing 
excessive stocks some advances were repaid. - Wholesalers repaid £9 millions 


TABLE I 
THE CREDIT BASE, 1952-56 
RESERVE BANK TRADING BANKS 
Discount Statutory Net Free Net Overseas 

Rate Ratios Cash Assets 

% % % {mn {mn 

1952—August .. fs 14 10 and 5 28.8 13.4 
December <a 15 73 50.4 18.1 
1953—May Fa a 20 10 78.0 28.5 
1954—April _.. “a 34 29.8 29.6 
May om - 25 123 35.7¢ 25.2 
September es 20 10 8.4 13.0 
November - + 7.4 15.2 
December eis 25 123 - 1.0 14.3 
1955—February ia 15 73 8.8 24.7 
June... vs 164 74 —- 0.6 25.8 

July -" si 5 20 74 -— 7.5 17.8 
August .. re 214 74 -11.5 14.6 
September ib 6 — 2.7 10.5 
October - 7 24 7$ - 7.0 9.2 
1956—January .. ca 26 74 —- 8.0 aa.7 
February - 7 3 48.2 24.1 

April .. _ 20 3 -— 5.3 ae. 

May a - 25 3 


* £18.3 mn in June. 


in the second half of 1952, manufacturers {4 millions and retailers £5 
millions. Retail stocks, the only category for which we have statistics, 
were cut by one-eighth between April and December and went on falling 
until the following July, 1953. 

At end-1952, when the trading banks’ ratio of net free cash had reached 
the high level of 20 per cent and a favourable balance of payments had 
begun to push it even higher, the minima were again revised—under a 
voluntary agreement they were to be regarded as 15 and 73 per cent. But 
this left the banks with about £50 millions of net free cash, still only just 
under one-fifth of deposit liabilities. The voluntary change was preparatory 
to a further official rise to 20 and 10 per cent in May, after payments of 
income tax had been transferred from trading bank balances at the Reserve 
Bank to the State’s account; but, once again, the banks were left with 
substantial free reserves. 
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By this time the balance of payments had become very comfortable, and 
it was not until the launching of the new policy that the minima were raised 
further. In the 1953 calendar year, partly owing to exchange controls, 
there was an external surplus of £26 millions, compared with a deficit of 
£23 millions in 1952. Exports had fallen only moderately from the boom 
of 1951 but imports fell by nearly one-third during 1953. In spite of the 
banks’ increasing liquidity, advances were fairly stationary throughout the 
year. Stock reductions continued; and manufacturers, wholesalers and 
retailers together reduced their advances by {10 millions. Notified 
vacancies for employment reached quite their lowest post-war level, yet 
wages increased, as did retail prices; and there was no deficiency of aggre- 
gate demand. ‘The trend of interest rates marked still more clearly the 
passing of the long period of ultra-cheap money. ‘The yield on long-term 
government stock, which had been almost constant at 3 per cent since 1946, 
went to 3.85 per cent in 1952 and to 4.03 per cent in 1953—but this rise 
was a consequence of higher rates in other sterling countries, particularly 
Australia, rather than of any reduced general liquidity in New Zealand. 
The ratio of the money supply to the national income was no lower in 1952 
or 1953 than in 1950. 


Towards an Effective Policy 


It was in this phase of external surplus, but of still rising wages, that 
the new monetary experiment took shape—as a corollary of the effort to 
dismantle the special control through allocation of exchange. ‘The rise of 
the cost of living had slackened in 1953, but it was still no less than 4 per 
cent at a time when import prices were falling by 6 per cent, and when price 
stability was returning in other countries. Justification for the exchange 
allocation scheme seemed to have passed with the emergence of the large 
external surplus, and serious consideration was given to its removal. But 
the removal of controls in 1950 had been followed by a disastrous influx of 
imports financed by a doubling of trading bank advances. On both counts 
it seemed that the banks should be put on a short credit rein. 

In April, 1954, therefore, the Reserve Bank raised its discount rate from 
1} to 34 per cent and in the following month put the reserve ratios up to 
25 and 124 per cent. For the first time there was a strong repercussion on 
trading bank liquidity; the ratio of net free cash to deposit liabilities fell 
from 12 to 6 per cent in June. When the budget was presented in July 
the Prime Minister announced that the exchange allocation scheme would 
be removed at the end of the year. 

Trading bank liquidity fell even further during the second half of the 
year in spite of a lowering of the reserve ratios to 20 and 10 per cent in 
August so as to ease transfers of subscriptions to the new Government loan 
of £20 millions. By November the average net free cash ratio was little 
more than 2 per cent and the trading banks’ net overseas assets had also 
fallen a little below the previous year’s level. One of them, the Bank of New 
Zealand, was forced to borrow from the Reserve Bank in order to maintain 
statutory ratios; its borrowings, £350,000 in June, rose to £10 millions in 
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August, but dropped to £73 millions by November. Of this amount, 
£3 millions was interest-free, because the Bank of New Zealand is the 
Reserve Bank’s agent outside Wellington and Auckland, a duty that requires 
it to hold larger stocks of notes than other banks. ‘Those banks avoided 
the necessity of borrowing, partly perhaps because they had done less in 
encouraging customers’ subscriptions to the government loan, but largely 
because they sold the abnormally large amount of £204 millions of sterling 
to the Reserve Bank. | 

Very surprisingly, this much worsened liquidity position did no more 
than halt the rise of advances that had begun unseasonably in June. More 
than one-half of the £10 millions increase in the second half of 1955 was 
granted to farmers and meat works, and was attributable in part to transient 
influences; but the rise of advances was also associated with a disturbing 
increase of payments for imports, which rose from £18.8 millions in June 
to {24.3 millions in December. 

Official pressure was therefore increased; the discount rate was raised to 
4 per cent in November, and in the following month reserve ratios were 


TABLE II 
CHANGES IN VOLUME OF MONEY, 1950-56 


Change in | 

















Years to March 31: | 1950-51 | 1951-52 | 1952-53 | 1953-54 | 1954-55 | 1955-56 

| | 
| {mn | {mn | f£mn | {mn | {mn | {mn 
Reserve Bank credit .. —11.2 | -29.2 9.8 | - 0.6 | 17.9 | 2.8 
Trading bank credit .. ii 37.0 | 53.8 —47.1 | 22.6 | 39.3 | - 7.2 
Shift from time deposits, ete | — 7.4 | -17.0 9.7 | 8.7 | -7.8 | 21.7 
Overseas transactions ' 25.6 | —21.0 23.2 | 27.8 | —34.8 | -16.4 
Total change in money supply | 44.0 | —13.4 | - 4.4 | 57.8 | 14.6 | 9.9 

Increase of net Government | | 
banking debt =... —S i. | -18.6 | -24.8 | 25.1 | - 6.2 | -17.7 | - 5.6 
© , ° % |. 
/O oO oO ‘O O 
Ratio of money supply to | | | 
national income... ee 39 39 | 39S 





restored to 25 and 124 per cent. But in consequence of further sales of 
sterling to the Reserve Bank the banks were able to reduce their borrowing 
from it to £3 millions in February, 1955, i.e. to the interest-free loan granted 
to the Bank of New Zealand. In March, however, these borrowings went 
up to {14 millions notwithstanding a lowering of the ratios to 15 and 74 per 
cent and despite the placing by the Treasury of £10.9 millions of special 
deposits with four banks. ‘There was, vexingly enough, still no sign of 
imports falling back to a level that the country could afford; and bank 
advances had risen, in March, to very nearly their highest level. 

After that the Reserve Bank, alarmed by the swing in the balance of 
payments into heavy deficit, decided to see what a tougher policy would 
produce. Step by step, it raised the reserve ratios until they reached 
26 and 7$ per cent by January of this year and put up its discount rate to 
7 per cent, that peak figure—which still rules—having been fixed in 
October, 1955. ‘These variations of ratios kept the banks as a whole about 
£8 millions continuously in debt (including the £3 millions interest-free 
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loan). Results were now achieved; advances and discounts gradually 
declined, from £189 millions in March to £176 millions at end-1955—but 
were still £4 millions higher than at end-1954. Imports, however, had 
risen further. The squeeze upon borrowers had been applied neither 
severely nor evenly. ‘The only substantially reduced advances in 1955 were 
those to farmers and private individuals; advances to manufacturers and 
wholesalers, both of which are large importers, rose by £64 millions to 
almost record levels. 

In February last the reserve ratios were relaxed to the minima of 7 and 
3 per cent because of income tax payments, but the demand-deposits 
ratio was quickly restored to 25 per cent, by increases in March and May. 
Except in February and March, net free cash was negative, and the Reserve 
Bank was now getting the results for which it had so long been hoping. 
Trading bank advances in May were £15 millions lower than in the corre- 
sponding period last year and private imports, for the third successive 
month, were below £18 millions, a level the country can probably maintain 
without incurring further losses of overseas exchange. ‘The Bank, however, 
is still—and rightly—not satisfied. At the end of May it declared that 
advances were still too high, and intimated that the trading banks should 
reduce them by a further £15 millions, i.e. to about the 1954 level. 


Limitations of Variable Ratios Technique 


There could never be any doubt that increases in reserve requirements 
would make for a prompt and direct reduction of bank liquidity. ‘They 
are not, however, a complete or sure weapon. Government borrowing 
from the Reserve Bank can offset their effect on liquidity, as in 1952-53, 
just as ‘Treasury cash surpluses can reinforce them, as in 1953-54. This 
consideration, of course, underlines the generally recognized need for some 
co-ordination of fiscal and monetary policies, as was stressed by the recent 
Royal Commission. 

Even given such co-ordination, liquidity may be increased by favourable 
balances of payments, as in 1953-54. Might we not, however, infer that, 
once bank liquidity had been reduced to a “‘ proper” level, the main need 
for non-seasonal variation of reserve ratios would be to smooth out the 
repercussions of changing balances of payments? The difficulty with this 
suggestion is the assessment of a ‘‘ proper” level of liquidity. An extra- 
ordinary result of the recent experiment, and the Reserve Bank’s major 
problem in conducting it, has been the demonstration of the insensitivity 
of trading bank advances and deposits to wide variations in liquidity. 

Advances are the:significant element in this context, because investment 
portfolios are relatively small. Trading banks’ holdings of government 
securities have steadily dwindled since the 1942 prohibition on their sub- 
scription to new issues, and their holdings of other securities have been 
very small, apart from their exceptional take-up of State Advances stock in 
1954. Even after that transaction, securities were less than one-tenth of 
deposits and only one-seventh as large as advances and discounts. The 
only other assets are cash and overseas balances. 
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In 1954 the Reserve Bank thought it could get some reduction of advances 

by reducing the banks’ net free cash to the quite narrow margin of less 
than 3 per cent. Advances, however, kept on rising; they began to fall 
only after required ratios were so increased as to make net free cash negative. 
Even then, their contraction was very gradual—during a year in which 
bankers’ cash was equivalent to 23.7 per cent of deposits, net free cash was 
minus 14.9 per cent, and net overseas assets were 64 per cent. In the first 
half of 1956 there were signs, too, that advances were ceasing to fall, quite 
apart from seasonal influences, although liquidity had not really improved. 
The chairman of the Associated Banks told the Commission that a reserve 
of bankers’ cash of 20 to 25 per cent would be “ comfortable’ in present 
circumstances and, further, that borrowing from the Reserve Bank was so 
repugnant to the trading banks that they would always strive to avoid it, 
irrespective of penal discount rates. Events seem to have shown that the 
banks have an unsuspected capacity to endure discomfort, and that the 
state-owned Bank of New Zealand, at least, is no very reluctant debtor. 

The Reserve Bank put two suggestions before the Commission for 
improvements in the variable reserve ratio technique. One was to include 
holdings of notes in statutory reserves as well as balances at the Bank. 
This would obviate the need for a special interest-free loan to the Bank of 
New Zealand in respect of its duty as the Reserve Bank’s agent, and was 
favoured by the Commission as making for clarity. The Reserve Bank, 
accordingly, was allowed to make this innovation at the end of May when 
it announced new ratios of 32 and 10 per cent, no longer comparable with 
the old ratios, but having the same effect of ‘ keeping the trading banks 
in the red ”’. 

The other suggestion was that reserve ratios should relate to advances, 
discounts and securities instead of to deposits. This appears logical 
because the present provision is a rather obsolete relic of historical pro- 
tection to depositors, and the direct aim of the technique is to control 
advances: our experience has shown that an increased ratio of cash to 
deposits may take a long time to affect advances, and then too weakly. 
The Commission preferred, however, to go to the problem even more 
directly. It has recommended that the Reserve Bank should set target 
levels for advances some months ahead, notify the banks and adjust both 
the discount rate and reserve ratios so that banks responsible for the targets 
being exceeded would be effectively penalized. ‘The Bank seems to be 
acting on this proposal, because at the time that it altered the reserve ratios 
to include notes it also intimated that advances should be reduced by 
£15 millions. 

All this may strike English readers as unorthodox and dirigiste. ‘They 
should recognize, however, that there is no short-term money market in 
New Zealand, that neither the Reserve Bank nor the trading banks deal 
more than occasionally in the narrow stock exchange, and that the State 
does not normally borrow from the trading banks. ‘The criticisms, there- 
fore, that the editors of The Banker and Lloyds Bank Review have recently 
made of the suggestion to use a variable reserve ratio technique in the 
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United Kingdom can hardly be regarded as applying in the more primitive 
circumstances of the New Zealand monetary system.* 

It is true that the Reserve Bank has proposed steps to develop a short- 
term market here. ‘The Commission also favoured the suggestion, and 
considered that marketable Treasury bills should be issued in minimum 
denominations of £1,000 for periods of three or six months. It further 
suggested that the trading banks should be allowed both to deal in Treasury 
bills and to resume subscriptions to ordinary government loans. There 
are obvious possibilities of achieving better control over liquidity through 
such a market, which might also relieve government pressure on Reserve 
Bank credit. But there are also obvious dangers of inflationary public 
finance if two new avenues are opened for Government borrowing from 
the trading banks. One may well incline to the view that, considering 
how hard it has been to get a sound fiscal policy and how hard it will be 
to preserve it, the wisest course is to maintain, rather than weaken, obstacles 
to government use of bank credit in New Zealand. 

To return to the control of ordinary bank loans: neither the Reserve 
Bank’s suggestion for basing statutory reserves on advances, discounts and 
securities, nor the Commission’s proposal for target levels of advances goes 
to the root of the problem. ‘They neglect the factors that have made for 
slow response, and that could still bedevil modifications of the variable 
reserve technique. ‘There is hardly space for even a cursory look at these 
disturbing factors, but they should, at least, be listed: 


(a) Elasticity of reserves through sterling loans from head offices or London 
banks; 

(6) Lags in the reactions of branch managers to head office directives and 
difficulties of standing up to important clients; 

(c) The difficulty of making quick adjustments in thousands of overdraft limits 
and, so long as these exceed advances, the dependence of loans upon 
borrowers’ actions; 

(d) The excessive lending of the largest and state-owned bank because of 
inadequate co-operation of its Board in regard to official monetary policy; 

(e) The long and variable lag between orders for imports and their arrival; 

(f) The reluctance of the Capital Issues Committee to sanction issues for the 
purpose of reducing overdrafts. 


The Commission has, however, made recommendations about the last two 
of these difficulties. It proposed a system of forward exchange under 
which an importer would have to notify his bank when he placed an order 
overseas, or pay a penal surcharge of 10 per cent or so on the exchange 
required. It also recommended that the policy of the Capital Issues Com- 
mittee should be modified so as to allow businesses to fund their overdrafts. 
Both proposals have previously been urged and are useful. It is gratifying 
that they are now receiving official consideration. 








* Another vital difference should be noted: the reserve requirements in New Zealand, 
as in the United States, relate to cash at the eentral bank, whereas all the recent discussion 
in Britain about the possibility of variable minimum ratios has related to the ratio of total 
liquid assets (including portfolios of bills and short money).—EDITOR. 
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Five Years of Legal Aid 


By A SPECIAL CORRESPONDENT 


EGAL aid in civil actions is probably the least known part of the 
structure of the welfare state. Many people hear of it only from 
reports of adverse judicial comment; few laymen have occasion to 
discover even the outline of its working. But the scheme has been 

in operation in the High Court since October, 1950, and in the County 

Courts since January of this year. A most comprehensive examination of 

its first five years’ performance has now been provided by a report of the 

Select Committee on Estimates. The report is accompanied by minutes of 

evidence and memoranda tendered by a variety of interested parties, from 

the Lord Chancellor’s Office to the National Council of Social Service and 
the TTUC; and in its 250 pages the whole scope of the legal aid scheme, 
and most of the criticisms levelled against it, are thoroughly examined. 

The verdict is almost entirely favourable; none of the twelve recommenda- 

tions made is based on any substantial failing in the operation of legal aid. 

The most important of the recommendations, that facilities for legal advice 

should be provided as soon as possible, is in fact a plea for the more com- 

plete implementation of the 1949 Act. 

Legal aid has, of course, a longer history than six years. As long ago as 
1494 there was an “ Act to admit such persons as are poor to sue im forma 
pauperis”’, but in all the early attempts to make justice available to the 
poor the test of poverty was strict and absolute; in the years before 1914, 
for example, the suitor had to show that he was not worth more than £25, 
and to produce counsel’s opinion as to the reasonableness of his case. 
The aid was based on charity, and no fees were payable to barristers and 
solicitors acting for the paupers. The Poor Persons Rules of 1914 may 
be regarded as the formal beginning of legal aid, but these, too, depended 
on virtually free service by barristers and solicitors, and were restricted to 
the Supreme Court, and to persons whose capital was not more than £50. 
In 1919 the further test was introduced of an income ceiling of £2 a week; 
but in special circumstances both these limits could be doubled. Apart from 
certain minor extensions this procedure remained unchanged until 1949. 
During the war years a scheme was developed by which members of the 
Forces could be helped in their legal difficulties. Experience of this 
scheme, together with the realization that the difficulties of operating the 
existing scheme, already considerable before the war, would be greatly 
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increased, led to the appointment in 1944 of the Rushcliffe Committee on 
Legal Aid and Legal Advice in England and Wales. The committee 
reported in 1945 and the Legal Aid and Advice Act of 1949 was directly 
based on its recommendations. 

The Legal Aid Act, very briefly summarized, provided that legal aid 
should be available in all courts, that legal advice should be available in 
cases not calling for litigation, and that a scheme to these ends should be 
prepared and operated by the Law Society. The traditional dependence 
on the free services of barristers and solicitors was abandoned, and the 
principle was established that payment for the scheme should fall upon 
the State. The means test figures were raised; free legal aid is now made 
available to persons having a “ disposable income ” of not more than {3 a 
week, and a gradually reducing degree of assistance is given to those with 
an income up to £420 a year; however, any person “ may be refused legal 
aid if he has a disposable capital of more than five hundred pounds and it 
appears that he can afford to proceed without legal aid”. In practice, the 
deductions from net income that are made before the “ disposable income ”’ 
is ascertained make it possible for a married man with children receiving 
{700 a year or more to be eligible for some small amount of legal assistance. 
And however substantial a contribution a partially-aided litigant may be 
called upon to make, he has the substantial advantage of knowing in advance 
his maximum liability for costs. 

The Act was put into partial effect almost at once in the Supreme Court. 
Rules were made governing the maximum remuneration of barristers and 
solicitors working under the Act; and it was provided that “the sums 
required to meet payments out of the legal aid fund, after allowing for 
sums received apart from this provision . . . shall be so paid out of moneys 
provided by Parliament’’. It should be added that the 1949 Act provided 
also for certain extensions in legal aid in criminal cases, also in accordance 
with the Rushcliffe recommendations. The earlier enactments had made 
more extensive provision for legal aid in criminal than in civil cases. 


Unfair to Unaided ? 


In considering the financial implications of legal aid, it is very desirable 
to have in mind the principles upon which the new scheme is founded. 
Perhaps no aspect of the welfare state involves more cross-currents of 
principle. Certainly no other form of assistance to the poor is as likely 
to inflict apparent injustice on other people. There are two parties to 
every dispute; and the man whose means are just sufficient to exclude him 
from legal aid may yet find it a serious financial strain to defend an action 
brought against him. Moreover, when the legally assisted person is unsuc- 
cessful, his opponent may find that he cannot recover the costs that would 
otherwise be awarded to him, and he has to pay his own. In some widely 
publicized cases this has worked to the substantial disadvantage of the 
successful but unassisted party: actions that have occupied the High Court 
for several days and others that have gone to appeal have ended with the 


unassisted party vindicated but bearing his own very substantial costs. 
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Judges and the press have been in unison in condemning this aspect of 
the legal aid scheme. 

In fact the injustice, although substantial, is not peculiar to disputes 
between assisted and unassisted persons; wherever the unsuccessful party 
to an action has not sufficient means to pay the costs awarded against him 
the successful party has always been out of pocket—and there has never 
been any suggestion that public funds should indemnify him. The frequent 
suggestion that the Legal Aid Fund should bear the costs of both sides 
when the legally assisted person is unsuccessful could hardly be adopted 
by a committee concerned primarily with economy. However, the com- 
mittee did record its interest in Lord Evershed’s submission that at least in 
cases where unsuccessful legally aided litigants are again unsuccessful in 
the Court of Appeal, costs of the successful non-aided party might be met 
‘‘ when it was thought that justice required it’”’ out of a “ suitors’ fund ”’, 
which he thought might cost as little as £3,000 a year. Certainly, most 
people would agree with the committee’s view that it is this aspect of legal 
aid that is most likely to lose it the sympathy of the general public. 

The fundamental principle of legal aid, however—indeed the foundation 
of the whole scheme—is that some attempt should be made to ensure that 
people of small means can come to the Courts and obtain justice. The 
maxim that all men are equal before the law has never meant more than 
that when their cases are heard they are treated without bias; so long as 
the law remains, as it must, expensive, there must always be a difference 
between the rich and the not so rich. Not everyone who seeks to bring 
an action has a sound case, and most people would think it against common 
sense to pay out public money in order that an entirely frivolous action 
should be prosecuted. But there is an important difficulty in establishing 
whether an applicant for legal assistance has a prima facie case: it is that 
in order to decide the point there must be some hearing of the case before 
it comes to Court; and whoever has to decide is himself put in some degree 
into the position of a judge. 

The difficulty has been largely avoided in the present scheme by the 
principle that the local committee that is charged with establishing that 
applicants have some just reason for going to law does not consider the 
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case of the defendant to the action (where the applicant is himself the 
defendant the committee must, of course, consider the plaintiff’s case before 
it can assess the strength of the defence). Appeals against a local com- 
mittee’s refusal to grant a certificate (which entitles an applicant to proceed 
to litigation if he wishes) can be made to the area committee; and on the 
other side, increasing use is being made of a procedure whereby the area 
committee can, as a result of information brought before it, discharge a 
certificate if it considers that the assisted person no longer has reasonable 
grounds for proceeding with the litigation. This procedure can provide 
valuable protection to the unassisted party; in the first eleven months of 
its operation 220 certificates were discharged in this way. 

There seems to have been no suggestion that either the local or area 
committees work unfairly; on the contrary, the general feeling is rather 
that if they err it is on the side of generosity. Such criticism is not easy 
to substantiate. As the figures in the table show, by no means all applicants 


USE AND COST OF LEGAL AID, 1951-55 











Percentage 
Number Number _ of Succes- Contri- 

Year of Appli- Number of _—_ of Cases ful Cases butions Grants 
cations for Certificates Brought Excluding by Aided in Aid 
Certificates Issued to Trial Settlements Parties 

1951-52 48,700 35,005 13,899 68 osdoos 268 000 
1952-53 45,579 30,412 26,365 69 717,241 920,000 
1953-54 43,826 26,318 24,783 71 691,893 1,075,000 
1954-55 40,927 24,202 26,250 67 698,684 1,275,000 

Totals 179,032 115,937 91,297 69 £2,750,499 £3,530,000 


Notes—The figures for 1950-51, the first year of operation of the scheme, were not large 
enough to be properly comparable. 

The number of cases coming to trial in any one year is not necessarily related to the 
number of certificates issued in that year. ‘There may be a considerable time lag between 
the issue of a certificate and the trial of the case; and a number of successful applicants 
for certificates do not thereafter proceed with their actions. 


who succeed in getting a legal aid certificate proceed with litigation; and of 
the actions brought to judgment (i.e. not taking account of settlements out 
of court) two-thirds have been successful. Moreover, it must be remem- 
bered that the existence of any filtering committee at all is an infringement 
of the principle that all men should have free access to the Courts: the 
man of wealth does not have to convince a committee of the rightness of 
his cause before he can go to Court. 

It is to be noted that the facilities provided at present represent only a 
part of the full scheme as envisaged by the Rushcliffe Committee. It has 
been widely felt that the Government’s reluctance to implement the Act’s 
provisions for legal advice has reduced the potential efficacy of the aid 
scheme itself. ‘There are very many cases in which legal advice would 
make legal aid unnecessary. Moreover, legal advice would be of great help 
in the presentation of the applicant’s case to the local committee, which 
has to assess its prima facie merit, and it could help the committees in their 
task of avoiding unreasonable actions. The Committee on Estimates itself 
considered that the advisory service might be a measure of economy; and 
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its recommendation that the service be established has already evoked an 
undertaking by the Lord Chancellor that something will be done. It 
seems certain that whether or not it achieves an actual economy, legal 
advice will be socially useful—perhaps even more useful than legal aid itself. 

The evidence heard by the committee showed how widespread is the 
belief that legal advice is a first priority in any plans for improvement—a 
more urgent one, for instance, than any raising of the income limits for 
eligibility. It is remarkable, indeed, that so little was said on this latter 
point. The TUC memorandum touched on it, but only in passing. Yet 
since the Rushcliffe Committee proposed the present figures, the class of 
beneficiaries of the scheme has been narrowed quite drastically by the fall 
in the value of the pound. A comparison with income ceilings under the 
1914 Poor Persons procedure makes the new scheme appear anything but 
extravagant. However, a more liberal application of the “‘ means test ’”’ 
would probably entail more revision of the scheme than is at first apparent. 
The barristers and solicitors who participate in legal aid do not now take 
their normal profits from it; but if there were any substantial increase in 
the present ceilings of £156-£420, the class of persons aided would come 
within measurable income distance of some of the lawyers acting for them, 
and there would then be a substantial argument in favour of their taking 
their ordinary profit margins. 

Despite the sporadic and much publicized criticism that has been directed 
against certain limited aspects of legal aid, the scheme itself appears, as 
the Select Committee in fact found, to have been established on sound 
lines. ‘The Law Society, which has throughout been charged with the 
administration of the scheme, has succeeded in removing some of the 
blemishes that became apparent in its earlier working; and there seems to 
be no ground on which the scheme or its administration can be accused of 
extravagance. It has to be remembered that the successful legally-aided 
litigant receives no subsidy from the State, provided his opponent can pay 
the costs awarded against him—though it has to be remembered, too, that, 
successful or unsuccessful, he is subsidized by the legal profession to the 
extent that practitioners forgo part of their normal fees when they act for 
him: The fact that legal processes are expensive—as many believe, un- 
reasonably so—is, of course, beside the point; so too, in principle, is the 
fact that on occasion both parties are legally aided, so that whatever the 
judgment the Fund pays. While such occurrences have sometimes pro- 
voked the judges into adverse comment, the fact is that the majority of 
successful cases do not cost the Fund anything—either because they are 
fought against non-aided parties who pay costs awarded against them, or 
because settlement is achieved out of court. It may be held further that 
even unsuccessful cases, which are normally the most costly to the Fund, 
represent a substantial gain—the airing of deep-felt grievances. We may 
fairly consider every certificate issued as representing one small piece of 
poor man’s justice. The figures show that over four full years each 
certificate has cost on the average a little over £30. In all the circumstances 
the taxpayer may reasonably think that he is getting value for his money. 
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Industrial Development 
in Ulster 


By PETER ROBSON 


LSTER’S main problem continues to be its high rate of 

unemployment. ‘There is, however, some improvement to 

record since The Banker’s last survey of the province, just two 

years ago. In 1954, after its recovery from the 1952 recession, 
the average unemployment rate was 7 per cent. Last year it was a shade 
less than that, and this year the monthly rate has fallen from 8.1 per cent 
in January to 5.9 per cent in June. At that count 27,800 persons were 
unemployed, of whom 20,200 were male. This is a reduction of some 
4.500 on the corresponding figure for last year. ‘This decline has been 
achieved, moreover, in face of a continued growth in the size of the working 
population. During the year to June, 1955, this increased by 3,000 to 
473,000, and since then it has risen still further. 

A substantial part in the reduction in unemployment must be attributed 
to the continued operation of the Government’s policy of assisting new 
industrial development in a variety of ways. Since 1954 about 4,000 new 
jobs have been created by such development. There is clearly room for 
a good deal more expansion in the province, though in certain trades and 
areas there is no surplus of skilled workers. Further expansion will cer- 
tainly call for greatly improved facilities for technical training. 

A second feature of Ulster’s economy that may give rise to: problems 
in the longer run is the narrow base of the industrial structure. Dis- 
regarding agriculture—still the largest single employer of labour—employ- 
ment is heavily concentrated in textiles and clothing and in shipbuilding 
and marine engineering, and a substantial part of post-war industrial 
development has occurred in the first two of these groups. 

This emphasis can be accounted for to some extent by the region’s 
traditional specialization in these trades, since this has offered the prospect 
of a trained labour force. ‘The absence here of union opposition to multiple 
shift working has undoubtedly been another important factor. But it is 
also possible that a generous distribution of grants and other assistance 1n 
favour of these trades may have been a significant contributory influence. 

However, some of the development in textiles has been in the more 
promising branches of production that are based on man-made fibres and 
employ new techniques. Courtauld’s factory for the production of viscose 
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yarn is one example of this, and the two important factories producing 
nylon stockings are another. The recent decision of Chemstrand, the 
American concern, to open here a large factory for the production of acrylic 
fibre will increase still further the region’s stake in this field. 

On general grounds it is arguable that the regional economy would benefit 
if it could obtain a larger stake in some of the fast-expanding industries 
not yet well represented in Ulster; but it must be admitted that the attraction 
of such industries is in general unlikely to be easy. Some of these industries 
are ‘“‘tied”’ to their existing locations elsewhere. Others may find that 
Ulster’s main asset, its reserve of labour, offers relatively little attraction 
to them, because they can afford to compete for scarce labour in Britain. 

It is the more encouraging to note that recently there appears to have 
been some change in the composition of projects of industrial development. 
In the last two years newer and more rapidly developing industries outside 
textiles seem to have accounted for a more substantial proportion. Among 
firms that are new to the province is the British Thomson-Houston Com- 
pany, which is already producing turbine blades at Larne and will eventually 
produce complete turbines. Others include the Wellman Smith Owen 
Engineering Corporation, which recently took over the Falls Foundry, 
and the Hughes Tool Company. ‘These two companies are concerned 
respectively with the manufacture of handling equipment for heavy industry 
and of oil-well drill bits. In addition, extensions to existing plant have 
been decided on by several concerns in promising trades with branches 
already successfully established here since the war. These include 
Birmingham Sound Reproducers, Pye, and the British Tabulating Machine 
Company. 

Another encouraging aspect of recent development is that many of the 
branches that are being set up here do not merely duplicate similar pro- 
duction elsewhere but are wholly or largely responsible for particular 
processes or products and thus form integrated parts of the firms in question. 
This sort of development makes it much less likely that the local branches 
would, as is often suggested, be the first to close in the event of recession. 

There have also been signs of a greater tendency to integration amongst 
some of the newly established industries. A major instance of this is the 
establishment by Dunlop of a plant that is absorbing the whole of Courtauld’s 
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local output of high tenacity viscose yarn for the manufacture of tyre fabric. 
Less spectacular examples are to be found in the engineering and other 
industries. The growth of local interdependence on these lines should 
provide part of the answer to the problem of transport costs and carry with 
it other important advantages as well. 

Recently Ulster’s employment problem has received some discussion at 
Westminster. In these discussions the Government has emphasized that 
Northern Ireland has been treated like a development area so far as the 
steering of industry is concerned. It is of some interest to try to see how 
in practice the region has fared since the war in comparison with those 
areas. A rough idea can be obtained from official estimates of total employ- 
ment arising from new industrial development since 1945. 


New Development Drive 


The accompanying table shows indexes of relative industrial development 
in manufacturing industry since 1945 for Ulster and the development areas. 
The total index (last line in the table) shows estimated growth in employ- 
ment in newly-established enterprises since 1945 as a percentage of what 
the growth would have been if new development in the regions had been 
in proportion to their share of the national labour force in manufacturing 
industry. It can be seen that the development areas are estimated to have 


INDEXES OF RELATIVE INDUSTRIAL DEVELOPMENT SINCE 1945* 


Northern Development 
Ireland Areas 
Electrical engineering . . aa 106 263 
Vehicles. . i a - 392 141 
Precision instruments . . bid 234 225 
Textiles .. - - rv 449 230 
Clothing - be 6 274 273 
‘Total manufacturing .. ee 184 209 


* Based on material from Ministry of Commerce and Board of Trade; see text for 
definition of indexes. 


received twice (209 per cent) their “fair share’’ of employment arising 
from post-war development and Ulster rather less than this. The table 
also clearly shows the considerable emphasis on textile development within 
the province in the period as a whole. 

One result of the greater attention given recently to the economic prob- 
lems of Ulster has been the establishment of a Development Council under 
the chairmanship of Lord Chandos. The object of this body is to promote 
industrial expansion in the area. Although no spectacular results are to 
be expected, the experience of the Scottish Council certainly suggests that 
it may be able to do some useful work in this field. More concretely, 
additional recognition has been given to Ulster’s persistent problems by 
relieving the area from the recent economy measures. The provincial 
budget made no provision for any cut in capital investment programmes, 
and substantial spending on assistance to industry continues. Whereas in 
Britain no more is to be spent for the present on factory building in develop- 
ment areas, in Ulster factories continue to be built for letting in advance 
of specific requirements; twelve will be started this year. This action 
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should increase Ulster’s attraction as a base for new industry. On a longer 
view, there is the prospect of better cross-channel facilities, promised by 
British Railways. 

Meanwhile, the credit squeeze in Britain seems currently to be having 
some adverse effects on projects for expansion here by outside firms; there 
have been some decisions not to proceed with plans that were well advanced. 
It is not easy to estimate the effects of recent monetary changes on busi- 
nesses already operating in the province. Interest rates have risen, but it 
is possible that the supply of business credit may have been curtailed less 
than in Britain. 

A glance at the business prospect for the major trades still shows the 
main uncertainty to be that about the future of the linen industry. In the 
last few years the industry as a whole appears to have continued its long- 
standing decline. At present unemployment is lower than in 1954, but it 
has been kept down not by any improvement in demand but by a continued 
decline in the industry’s labour force. Between 1954 and 1955 this fell by 
about 2,200 workers, or about 5 per cent. Recently, while the home 
market for some ranges of the industry’s products has been by no means 
unsatisfactory, the high quality export market on which prosperity depends 
has continued to be difficult. Exports of linen piece goods, for example, 
fell from {12.3 millions in 1954 to £11.7 millions in 1955. 

It is difficult to see any factor that is likely to arrest this downward trend. 
The combination a few months ago of two important companies may be 














UNITED DOMINIONS 
TRUST LIMITED 


The U.D.T. Group of companies provides a com- 
prehensive financial service throughout Great 





Britain and the Commonwealth. 

The Group provides credit facilities for acquiring 
additional plant, machinery and _ transport; it 
furnishes medium-term loan capital for develop- 
ment or expansion and is equipped to handle 
the public issue or placing of shares. 


Head Office: 


UNITED DOMINIONS HOUSE, EASTCHEAP 
LONDON, E.C.3 













































































an indication of the way in which the industry may react in the future to 
further market changes. One extremely far-reaching combination, covering 
both spinning and weaving, has indeed been mooted, but family loyalties 
seem to present a major obstacle to any extensive rationalization. Until the 
industry really has its back to the wall, any large move in this direction 
seems unlikely. 

In contrast to this, production of textiles by firms outside the linen 
industry continues to increase. Production in some of the newly-developed 
branches of the clothing trades has also been expanding. 

Business in the shipbuilding industry is satisfactory and prospects seem 
fair. ‘There was some redundancy in the finishing trades early in 1955 
but, on the whole, activity has been maintained at a high level. In 1955 
eleven ships totalling 122,000 tons were turned out in Belfast. In recent 
months the British shipbuilding industry as a whole has received a greatly 
increased flow of orders. Harland and Wolff have shared in this and the 
yard is well booked for 1956 and later. But if redundancy in particular 
trades is to be avoided, the need for balanced production will probably 
have to be met. 

In the engineering trades there has been a good deal of progress recently. 
Old-established firms in mechanical engineering have successfully developed 
new lines of production serving advancing industries. Substantial increases 
in capacity have been made in electrical engineering, where outside firms 
have been actively extending their plants. Precision engineering capacity 
is also expanding. 

In the aircraft industry progress continues, though periodic fluctuations 
in production seem unavoidable. Since the disruption of production 
that followed the Comet episode, there has been a concentration upon 
production of Canberras and Swifts, amongst other work. ‘The Brittania 
assembly line has been completed and the first machine will come off it in 
October. The order book for this aircraft is substantial. Longer-term 
prospects for the industry here are improved by Bristol’s decision to use 
the resources of Short and Harland for the future development of this 
machine. ; 

To sum up, in the last couple of years the immediate economic con- 
dition of the province has improved. Although unemployment is still far 
too high, the level of employment has continued to grow steadily. Some 
of the newer enterprises manufacturing durable consumer goods may 
suffer from restrictions on hire purchase, but it is. possible that Britain’s 
attempts to stop inflation may not otherwise affect the province seriously 
for the moment. There is, however, a latent danger that might reveal 
itself soon. The rate of expansion of domestic industry in the province is 
unfortunately low; and expansion here by outside firms has so far depended 
largely on the existence of overfull employment in Britain. If that dis- 
appears, so may the spillover. In that event, in the absence of assistance 
from further subsidies, or a decline in the rate of growth of the working 
population, the task of stabilizing the rate of unemployment, to say nothing 
of reducing it, would be much more formidable. 
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AMERICAN REVIEW 





O some observers on this side of 

the Atlantic one of the strangest 

features of the past month has 
been the strength of Wall Street in 
the face of what might become a 
damaging steel strike. —The Dow Jones 
average of industrial stocks reached a 
low point of 462 in February and was 
still not far above that level in late 
May. For some time past, however, 
the main trend has been steadily up- 
ward and in mid-July the index was 
again within striking distance of the 
all-time peak of 521 reached in April. 
This sustained recovery occurred with- 
out any noticeable rise in the trading 
volume and the general impression 
towards the end of last month was 
that the technical position of Wall 
Street was still quite sound. 

An important source of this market 
recovery was first the anticipation and 
then the actual announcement of Presi- 
dent Eisenhower’s decision to run for 
a second term. The market’s reasoning 
in this context is by no means com- 
plete—indeed, it neglects some awk- 
ward Guestions about the manner in 
which a Republican Congress might 
face important issues of Federal spend- 
ing policy that may well arise during 
the next year. But there is no doubt 
that Wall Street, and quite an appre- 
ciable sector of industry, believe that 
the return of President Eisenhower in 
November next would be good for 
business. 

Another factor that has buttressed 
Wall Street’s confidence is the virtual 
disappearance of the fears of an early 
downturn in business. The Federal 
Reserve Board’s index of production 
for June (based on 1947-49) was 141, 
only one point lower than in May and 
only three points below the all-time 


peak of 144 reached at end-1955. 
Around the middle of last month, it 
is true, observers in some quarters began 
to reassess their estimates of the prob- 
able duration of the steel strike and of 
the impact it might have on the 
economy at large. When it began at 
the beginning of July, there was quite 
a general assumption that it would be 
only brief, and would do no more than 
correct an unwieldy supply position in 
sheet and some products. But as no 
early moves were made for a settle- 
ment, the possibility of shortages in 
structural shapes, plates and pipes, 
began to be increasingly discussed to 
the accompaniment of what was prob- 
ably an unnecessarily gloomy tone in 
parts of the trade press. 


The Steel Settlement 


Late in the month however agree- 
ment was reached. The settlement re- 
presented a substantial victory for the 
unions: the total cost of the concessions 
(which included establishment of a 
fund to supplement state unemployment 
benefit) will be about 55 cents an hour. 
This is equivalent to $8-12 on each 
ton of steel. 

Before the steel strike, industrial 
reports were almost uniformly cheerful. 
Revised estimates of gross national pro- 
duct revealed that the United States 
had actually ‘‘ crossed the threshold 
of the $400,000 millions economy ” in 
the final quarter of 1955 when the 
annual rate was estimated at almost 
$402,000 millions. The first quarter 
of 1956 was put at $403,400 millions, 
almost $5,000 millions more than the 
preliminary estimate. Employment 
reached a new peak of 664 millions in 
June, despite a less than seasonal rise 
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in manufacturing due largely to the 
reduced rate of activity in the motor 
industry. ‘The employment total then 
was about 2 millions higher on the 
year. Unemployment rose seasonally, 
by 300,000 to 2,900,000, or just over 
4 per cent, almost the same as a year 
before. 

The construction industries were 
also running at peak activity, despite a 
continuing lag in residential construc- 
tion. The June total was $4,000 
millions, just topping the previous 
record reached a year ago; the first 
six months showed a gain of about 
2 per cent on 1955. Residential build- 


ing has been running at about 10 per 


American Economic Indicators 


Production and Business: 
Industrial production (1947-49= 100). . 
Gross private investment (billion $) .. 
New plant and equipment (billion $).. 
Construction (billion $) - 
Business sales (billion $) 
Business stocks (billion $) 
Merchandise exports (million $) 
Merchandise imports (million $) 


Employment and Wages: 
Non-farm employment (million) 
Unemployment (000s) . 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 

Weekly earnings (mfg) ($) 


Prices: 


Moody commodity (1931 =100) { 


Farm products (1947-49 = 100) 
Industrial (1947-49 = 100) 
Consumers’ index (1947-49= 100) 


High 
Low 


Credit and Finance: 
Bank loans (billion $) 
Bank investments (billion $) 
Bank loans (weekly) (billion $) 
Consumer credit (billion $) 
Treasury bill rate (%) . 
US Govt Bonds rate (%) 
Money supply (billion $) ‘ 
Federal cash budget (+ or —) (mill $) 


Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1953-55 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1953-55. Business sales and stocks, 
money supply, bank loans and consumer 








cent below 1955 levels, and dipped to 
about 14 per cent below in June. 
There has been no marked change 
in the monetary scene in the past 
month. The Federal Reserve System 
has again made appreciable additions 
to its Treasury portfolio so as to ease 
temporary pressures on cash reserves, 
and rates for Treasury bills have de- 
clined from the 2.7 per cent of early 
May to about 2} per cent. The com- 
mercial banks, however, have had their 
“excess ’’ reserves kept well below 
their borrowing totals and the authori- 


—6,153 1,082 -740 6,972 — — — 
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ties remain unconvinced that the time 
is ripe for any marked relaxation of 
earlier ‘“‘ restraint ”’ 


1956 
1953 1954 1955 





Mar Apr May June 


134 125 139 141 143 142 ~= 14! 
51.4 47.2 59.33 631 — — 64.6 
28.4 26.8 28.7 32.8 — — 34.8 
35.3 37.8 43.0 41.6 43.4 44.1 43.9 
48.4 46.7 51.7 53.1 53.2 544 — 
80.3 76.9 82.1 83.8 844 85.2 — 
1,314 1,259 1,293 1,574 1,506 1,698 — 
906 851 948 1,101 990 1,090 — 


55.6* 54.7 56.5 57.4 57.6 58.1 58.6 
1,602* 3,230 2,654 2,834 2,564 2,608 2,927 

as 3 48 43 FP Fe 4.2 
1.77 1.81 1.88 1.95 1.96 1.96 198 
71.69 71.86 76.52 78.8 79.0 78.4 79.4 


428 441 — , 
329 402 _ 7 415 422 413 416 
97.0 95.6 89.6 86.6 88.0 90.9 91.2 


114.0 114.5 117.0 121.0 121.6 121.7 121:5 
114.4 114.8 114.5 114.7 114.9 115.4 — 


67.6 70.6 82.8 84.7 85.3 860 — 
78.1 85.3 78.3 75.2 74.7 73.6 — 
23.4 22.5 26.7 27.8 27.8 27.8 28.8 
29.5 30.1 36.2 35.5 35.9 366 — 
3o GSS L.73 22s 285 280 24.53 
3.16 2.70 2.94 2.98 3.10 3.03 2.98 
200.9 209.7 215.7 210.8 212.4 211.2 — 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1953-55, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals 1953-55 and then quarterly. 

* Old basis. 
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Argentina 


MULTILATERAL PAYMENTS—The multi- 
lateral payments system governing Ar- 
gentine transactions with Britain and 
most other Western European countries 
began to operate at the beginning of 
July. It was announced that exchange 
balances in the currencies of the partici- 
pating countries would be freely trans- 
ferable through arbitrage transactions in 
any foreign exchange market within the 
group, except when they related to 
Argentina’s official exchange market 
balances; these would be handled by 
the Argentine central bank. It has been 
agreed with Britain that those parts of 
the 1955 trade and payments agreement 
between the two countries not affected 
by the new multilateral payments system 
will continue in operation until a new 
bilateral pact has been drawn up. They 
were due to expire at the end of June 
this year. An Argentine mission is 
visiting Europe to draw up new bilateral 
pacts with Britain and other countries 
on debt amortization and related issues. 
JOINS IMF AND BANK—The appplication 
for membership of the International 
Monetary Fund and the World Bank 
has been approved by the managements 
of those institutions. Argentina’s quota 
in the Fund has been fixed at US $150 
millions and its subscription to the 
Bank’s capital at the same figure. 

FREEING THE BANKS—The Minister o” 
the ‘Treasury has indicated that the 
Government’s monetary and credit policy 
will be based on the recommendations 
of the Prebisch report. He added that 
while the central bank would remain a 
State-controlled institution with re- 
sponsibility for co-ordinating monetary 
and credit policy, it would be given full 
autonomy. Other official banks would 


be given greater independence, while 
responsibility for deposit banking would 
be restored to commercial banks. The 
return to traditional systems of banking 
would, however, be accomplished gradu- 
ally in step with the return to free 
enterprise in other fields. 
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Australia 


IMPORT QUOTAS cCUT—In view of the 
disappointing behaviour of external re- 
serves during the first half of the year— 
despite favourable seasonal influences 
there was no marked recovery—the 
Federal Government decided to make 
new reductions in import quotas at the 
end of June. These are designed to cut 
import spending by about £A40 millions 
a year. ‘The main restrictions are on 
imports of goods in the category “ B”’ 
(less essential) list. ‘The biggest cuts 
are of 50 per cent (compared with this 
year’s second quarter level) in imports of 
fully assembled motor vehicles, 30 per 
cent in imports of unassembled vehicles, 
and 25 per cent in imports of Scotch 
whisky. These adjustments apply to 
non-dollar imports; imports of dollar 
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goods are being reduced under special 
arrangements, 

SMALLER TRADE GAP—The financial year 
to June 30, 1956, closed with an overseas 
trade deficit of £A37 millions. This 
was £A33 millions less than the deficit 
in the previous year. Imports at {A821 
millions were down by £A23 millions, 
whereas exports rose by £A12 millions, 
to £A784 millions. Allowing for in- 
visible items, the adverse balance of 
payments for 1955-56 is expected to 
amount to about £A150 millions. 
DOLLAR LOAN—An offer of $25 millions 
of Commonwealth 43 per cent stock 
dated 1971 on the New York market was 
over-subscribed. About $18 millions 
of the proceeds is to be used to redeem 
a maturing loan. ‘The balance will be 
allocated between Commonwealth and 
State loan programmes. 

HP RELAXATION—Hire-purchase finance 
houses have eased restrictions on instal- 
ment terms on car financing. ‘They 
refused to extend beyond the end of 
June the agreement reached with the 
Prime Minister in October, 1955, to 
limit the growth of such business. 

Sir Arthur Fadden, the Common- 
wealth Treasurer, has called a special 
conference of States Premiers in mid- 
August to discuss a uniform basic wage 
policy. 





Canada 


BOOM UNPUNCTURED—Notwithstanding 
the tightening of monetary policy in 
the past year, the investment boom is 
continuing. Industrial and commercial 
construction outlays in the first quarter 
of 1956 were 27 per cent higher than a 
year before, and new machinery and 
plant installations were up by 36 per 
cent. The high level of business activity 
has stimulated spending abroad and has 
caused the deficit on current account 
payments to widen further; the gap in 
the first quarter of the year was no less 
than $345 millions. So far the deficit 
has been fully covered from the pro- 
ceeds of the inflow of capital into the 
country, so that foreign exchange re- 
serves have been increased. 


Central African Federation 


DISINFLATIONARY BUDGET—T he emphasis 
in the Federal Government’s Budget for 
1956-57 is on disinflation. Mr Macintyre, 
the Finance Minister, has deliberately 
refrained from giving any substantial 
tax relief despite the favourable revenue 
prospect; he will thus raise the contri- 
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bution from revenue to capital account 
to £10 millions. ‘The Minister an- 
nounced in his Budget statement that 
he intends to float a local loan in August 
and to raise a loan in London early in 
1957; he hopes that the proceeds should 
bridge the expected gap of £13 millions 
between loan expenditure and resources 
already available. 

The financing of the development 
schemes at Kariba and the results of the 
tenders for the main contracts are dis- 
cussed in detail in an article on page 493. 


Colombia 


US DEBT REPAYMENT—lIn order to reduce 
the big backlog of commercial payments 
due to American exporters, the Govern- 
ment is offering Colombian importers 
enough dollars at the official rate of 
exchange to deal with half the arrears 
on the condition that they meet the 
remaining half of their liabilities with 
dollars purchased at the more expensive 
rates obtaining on the free market. 
Pending the implementation of this plan, 
imports from the United States are to 
be restricted to $30 millions per month. 
WORLD BANK LOAN—A further $163 
millions has been secured from the 
World Bank to complete the highway 
reconstruction programme. ‘The loan is 
for 15 years and bears interest at 4? 
per cent. 

The commercial banks have protested 
strongly against the decree forbidding 
them from holding shares in certain 
subsidiary credit undertakings and have 
asked for its withdrawal. 


Egypt 

WEST CANCELS AID—The United States, 
Britain and the World Bank last month 
withdrew their offers of aid and loans for 
the High Dam project. It is still not 
clear whether the Soviet Union will 
agree to step into the breach. 

FINANCING REARMAMENT—In order to 
provide funds for the financing of 
armament purchases abroad, the Budget 
for the financial year ending in June 
next provides for a special defence tax 
to yield £E11 millions a year. 

A mission headed by Mr Nosseir, 
Minister of Commerce, has visited the 
United Kingdom to discuss the possi- 
bility of improving trade relations be- 
tween the two countries. 


France 


PRICE-PEGGING PLAN—A new plan an- 
nounced by Mr Ramadier, the Minister 
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of Finance, for arresting the rise in 
prices provides for a ban on price in- 
creases of all products except coal and 
steel (which under the European Steel 
Community rules cannot be restricted), 
certain products of the engineering, elec- 
trical and building industries (which 
will be allowed to take account of the 
recent increase in the price of steel), 
agricultural and fishery products sold 
directly to the public by producers, and 
imported goods. Mr Ramadier has also 
said that he may have to ask Parliament 
for powers to limit consumer credit 
operations. 


Germany 


RESISTING INFLATION—New measures to 
damp down inflationary pressures in- 
clude tax incentives for small saving, 
hire-purchase restrictions, curtailment of 
measures to boost exports, tax incentives 
for the stockpiling of imported com- 
modities and abatement of customs 
duties to promote German purchases 
abroad. ‘The effects of the rumours of 
a revaluation of the Deutschemark are 
discussed on page 462. 

The proportion of dollar imports 
liberalized has been raised from 68 to 93 
per cent, bringing it into line with that 
for OEEC goods. 

The Government has approved a pre- 
liminary agreement for settling Berlin 
pre-war debts reached during talks with 
the creditors in London. 


Hungary 


DEBT AGREEMENT—A financial agreement 
concluded with Britain provides for the 
annual payment to the UK Government 
of 6} per cent of the proceeds of Hun- 
gary’s exports to Britain in final settle- 
ment of {4.1 millions of British claims 
arising out of the peace treaty, pre-war 
commercial debts and British property 
affected by Hungarian nationalization 
measures. ‘The pact does not cover 
claims arising from Hungary’s bonded 
debt to Britain, on which the two 
Governments were unable to reach a 
settlement. 

Under a new trade agreement Hun- 
gary has agreed to purchase UK goods 
to the value of £43 millions during the 
vear to June 30, 1957. 


India 


FINANCE MINISTER RESIGNS—Mr Chinta- 
man Deshmukh has resigned his post as 
Finance Minister in protest against the 
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Government’s decision not to join Bom- 
bay City to the proposed new state of 
Maraashtra. 

BANK CHIEF RESIGNS—Dr John Matthai 
has resigned from the chairmanship of 
the State Bank of India, the country’s 
largest commercial bank (formerly the 
Imperial Bank of India). It has been 
reported that his decision was in no way 
connected with the resignation of Mr 
Deshmukh, but was the outcome of 
differences of view between Dr Matthai 
and the Indian Finance Ministry over 
the way in which the bank’s business 
should be conducted and the extent to 
which it should be subject to official 
directives. 


Iran 


NEW DEVELOPMENT BANK ?—The Govern- 
ment has approved the statutes for a 
new bank to provide credit to domestic 
industry. The capital of the new insti- 
tution is to be supplied by the Seven- 
Year Development Organization. Its 
advances will be made in the private 
sector, but will be restricted to projects 
approved by the organization. 


Japan 


USING STERLING—The Japanese decision 
to discontinue the practice of settling 
payments transactions with countries 
outside the sterling and dollar areas 
through clearing accounts in favour of 
cash settlements will, it is officially indi- 
cated, lead to much greater use of ster- 
ling funds. It was estimated that the 
£100 millions sterling holding that Japan 
has built up over the past few years as a 
result of its favourable balance of pay- 
ments with the sterling area would not 
be more than sufficient to provide an 
adequate working balance for operating 
the new payments machinery; recently, 
the balances have fallen to some £80 
millions. 

SECURITIES FOR FOREIGNERS— T‘he Minis- 
try of International ‘Trade and Industry 
has announced that foreigners will be 
permitted to purchase Japanese cor- 
porate stocks with yen from the begin- 
ning of next November. Under the 
Treaty of Friendship, Commerce and 
Navigation with the United States, such 
facilities were to be temporarily with- 
held for a period of three years ending 
on October 31 next. Japanese business 
groups had asked for the ban to be con- 
tinued after that date on the grounds 
that otherwise foreign nationals with 













large deposits of frozen yen would be 
in a position to acquire controlling 
interests in Japanese firms. But the 
Japanese authorities decided not to act 
on this proposal when they learned that 
the US Senate would probably not ratify 
such a revision of the original treaty 
arrangements. 

BIGGER EXTERNAL SURPLUS—The surplus 
on the balance of payments further in- 
creased during the first half of 1956. 
Foreign exchange receipts, at the equiva- 
lent of US $1,565 millions, were $360 
millions higher than a year before. As 
import expenditures rose less sharply, 
the favourable balance increased from 
$140 to $249 millions. 


Malaya 


CENTRAL BANK PROJECT—The Govern- 
ments of Singapore and of the Federation 
have announced that they will act on 
the report of the committee that has 
been investigating proposals for setting 
up a central bank for Malaya, and will 
soon appoint a banking adviser to survey 
the problem so that the bank can be 
set up as soon as possible after its final 
form has been decided. They are also 



























to introduce parallel legislation into their 
two assemblies founding a general bank- 
ing law. Both Governments have agreed 
in principle to the establishment of the 
bank, but they say that its final form 
and organization cannot be determined 
until the outcome of the constitutional 
changes now taking place in the two 
territories has become clear. 


The report advised against the intro- 
duction of separate currencies for the 
two regions and said that, as it would 
not be possible for separate central banks 
to share responsibility for a single cur- 
rency, one central bank for the two 
countries was needed. It stated that 
one of the tasks of the new bank would 
be to remedy defects in the present 
Malayan banking system, particularly 
the lack of gilt-edged and money 
markets. 


BUDGET WARNING—Introducing a supple- 
mentary budget to provide for additional 
outlays of some £12 millions sterling on 
capital works essential to economic and 
social development, the Finance Minister 
of the Federation indicated that the 
Government might have to _ increase 
taxation further to meet rising costs 














120 Broadway, 
New York 5, N.Y. 





MODEL ROLAND & STONE 


Members of the New York Stock Exchange 


INTERNATIONAL 
SECURITIES 


Cables: Morodeal 


Telephone: 
Worth 4-5300 


























rer 
he 
se 
sts 














unless there was a rise in the price of 
rubber or a big drop in the cost of 
<eé 


arrangements for meeting the “ emer- 
gency ”’. 


Netherlands 


GUILDER TRANSFERABILITY— [he Govern- 
ment is establishing a transferable guilder 
area initially comprising EPU countries 
(except Turkey), Afghanistan, Brazil, 
Chile, Ethiopia, Finland, Iran, Yemen, 
Lebanon, Saudi Arabia, Sudan, Tangier, 
Syria and Thailand. Under this system, 
dealers in any of these countries can 
freely use Dutch currency to settle their 
transactions with any other country in 
the region. 


New Zealand 


RESERVE RATIO CHANGES—The Reserve 
Bank has announced changes in the 
reserve ratio system under which a pro- 
portion of the commercial banks’ funds 
are immobilized with the central bank. 
The banks’ holdings of notes will now 
be counted as part of the minimum 
reserves held by them. The origin and 
nature of the control by ratios are fully 
discussed in an article on page 502. 


Nicaragua 


The World Bank has granted the 
Corinto Port Authority a loan of $3.2 
millions for financing improvements. 
The advance is for 20 years and carries 
interest at 4} per cent. 

Nigeria 

APPEAL FOR’ BRITISH CAPITAL — The 
Federal Minister of Communications 
and Aviation has appealed to British 
industrialists to take an interest in the 
development of Nigeria. He pointed 
out that, in order to attract capital from 
abroad, the Federal and _ Regional 
Governments had promised to safe- 
guard the interests of foreign investors. 
Profits and dividends would be freely 
transferable to the foreign investor, who 
would also be free to repatriate his 
original capital investment whenever he 
wished to do so. 


Norway 


INVESTMENT CHECKED—A _ report pre- 
pared by the Central Bureau of Statistics 
States that the decline in investment 
activity in Norway that began in the 
second half of last year appears to have 
continued during the early months of 
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1956. It points out that employment in 
the building and construction industries 
was lower in the first quarter of 1956 
than a year before and that imports of 
capital goods also declined. The Bureau 
states that supplies of credit have 
dwindled, whereas the demand for 
credit continues high. It concludes that 
a considerable investment pressure still 
exists and that the fall in capital outlays 
that has taken place so far is more the 
result of direct restrictions than of the 
money squeeze. 


Pakistan 


SOVIET PAYMENTS PACT—Trade talks 
with the Soviet have resulted in a bi- 
lateral pact for one year but renewable 
for a further period. All payments 
between the two countries, whether for 
imports or exports, are to be arranged 
in Pakistan rupees. 


Portugal 


NEW FIVE-YEAR PLAN—The Government 
is preparing a second five-year capital 
development programme to follow the 
present plan at the end of 1958. Before 
then it intends to establish the “‘ Banco 
de Fomento Nacional ’”’, which will have 


’ the task of financing large-scale indus- 


trial ventures in metropolitan Portugal 
and the country’s overseas provinces. 

PAYMENTS SURPLUS—The annual report 
of the central bank states that in 1955 
the Portuguese monetary area had a 
total payments surplus of 629 million 
escudos, compared with 1,358 million 
escudos in 1954. The balance with the 
dollar area improved, but that with the 
EPU area and the rest of the world 
deteriorated. The Minister of Economy 
has, however, pointed out that since 
the beginning of 1956 Portugal’s pay- 
ments circumstances have improved. 


South Africa 


PAYMENTS PRESSURE EASING ? — The 
Minister for Finance and_ External 
Affairs, Mr Louw, has pointed out (in 
a statement made in London while 
attending the Commonwealth confer- 
ence) that the decline in the Union’s 
external reserves in the first half of this 
year was smaller than last year and that 
two of the three factors that had caused 
the 1955 deterioration—the weakness of 
gold shares, uneasiness about South 
African political developments and the 
disparity between interest rates in the 


United Kingdom and the Union—had 








lost their force. ‘The gold share market 
had improved and fears about the 
political outlook had abated. Mr Louw 
admitted that South African interest 
rates were still to some extent out of 
harmony with Britain’s, but he saw no 
justification for putting up the Union’s 
Bank rate. On the contrary, he claimed 
there were already signs of stringency 
in South Africa that he did not wish to 
accentuate. 

LARGE GOLD SALES—The Prime Minister 
has denied that South African ties with 
the rest of the Commonwealth are 
weakening. He pointed out in London 
that trade with Britain was running at a 
high level and that in 1955 gold sales to 
Britain amounted to £167 millions, of 
which only £77 millions was needed to 
cover the Union’s drawings on the ster- 
ling area dollar pool for outlays in hard 
currency countries. 

The Reserve Bank report for the year 
to March 31, 1956, reveals that gold 
sales abroad totalled £1824 millions, 
of which £173 millions was disposed of 
in London. The bank’s profit was £2.2 
millions, compared with {1.7 millions 
in the previous year. 






























South Vietnam 


The Government has created a free 
foreign exchange market. But a joint 
statement by the National Bank and 
the Exchange Control Office has asserted 
that the official rate of exchange is to 
be maintained at 35 piastres to the US 
dollar. Immediately after it opened, 
the new market was quoting a rate of 
72 piastres to the dollar. 


Sudan 


NEW CURRENCY PLANS—Agreement is 
reported to have been reached with 
Egypt on the redemption of the £E20 
millions of Egyptian notes circulating 
in the country that are to be withdrawn 
to make way for a new Sudanese cur- 
rency. The agreement is said to provide 
for an immediate cash payment to the 
Sudan in sterling of a proportion of the 
total sum, the balance to be settled over 
a period of years in goods, principally 
sugar. Originally, the Sudan had asked 
Egypt to redeem the notes in sterling or 
gold immediately while Egypt had 
offered Egyptian bonds. 
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National Finance Corpora- 

tion of S.A.—Deposit Acc. 
Union Government Stock . £10,761,666 
Other Investments £1,005,567 
Overdrafts and Discounts 












Notes in Circulation . ° 
Other Liabilities ° pe 
Share Capital: 


HEAD OFFICE: PRETORIA 
a, ea 
STATEMENT OF CONDITIONS As at 31st March 1956 
| ASSETS LIABILITIES 
Cash and Balance with S.A. Deposits ; : A . £46,464,952 
panes ais patna General Reserve -  £1,000,000 


£78,385 
£4 246,428 








woe 5 provisions _ .- . £32,237,504 Authorised Capital 

Bank Premises and Equip- 

ment. . «© - £2,817,116 __£5,000,000 

Other Assets e ee £1,869,739 Issued and Paid Up £3,500,000 











£55,289 765 £55,289,765 








*The full Annual Report is obtainable from the General Manager, jg 
VOLKSKAS Limited, P.O. Box 578, Pretoria, Union of South Africa. {HY 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Mir R. J. H. Gillman to 
be secretary of the bank on the retirement 
of Mr H. G. Tickle. Head Office, Inspection 
Dept: Mr. H. Phillips to be an inspector. 
Local Head Office, Chelmsford: Mr S. 
Whittemore from Maidstone and Canterbury 
to be district manager. London—Shore- 
ditch: Mr R. F. G. Henbury from Stepney 
to be manager on the retirement of Mr 
Cunnew; Stepney: Mr L. A. Yellop from 
Advances to be manager; Tufnell Park: 
Mr E. W. LeSueur from Goswell Rd to be 
manager on the retirement of Mr Jordan. 
Accrington: Mr J. Biglen from Barrow-in- 
Furness to be manager on the retirement of 
Mr Powell. Barrow-in-Furness: Mr A. A. I. 
Walker from Mossley to be manager. 
Clevedon: Mr R. L. Goldsmith from 
Bishopston, Bristol, to be manager. Hay- 
on-Wye: Mr T. E. Lloyd from Shrewsbury 
to be manager on the retirement of Mr 
F. S. Emsley. Horbury: Mr R. Wilkinson 
from Pontefract to be manager on the 
retirement of Mr Denton. Lampeter: Mr 
W. W. H. Morgan from Narberth to be 
manager on the retirement of Mr Jenkins. 
Longton: Mr S. G. Tudor from Longton to 
be manager on the retirement of Mr Hall. 
District Bank—London—Trustee Dept: Mr 
J. W. Roberts to be trustee manager. Great 
Harwood: Mr D. M. Williamson from Hay- 
field to be manager. 

Eastern Bank—Mr V. C. W. Rampton to 
be secretary of the bank on the retirement 
of Mr C. L. Manning. 

Lloyds Bank—Head Office, Chief Inspector’s 
Dept: Mr D. H. Plimsoll to be an inspector. 

London—King’s Cross: Mr W. N. Chick 
from North Harrow to be manager; North 
Harrow: Mr W. E. Gower from Kilburn 
and Brondesbury to be manager; Old St: 

Mr S. C. Barrell from King’s Cross to be 
manager; South Kensington: Mr G. S. 
Perkins from Wealdstone to be manager on 
retirement of Mr Turner; Wealdstone: Mr 
F. H. Northcote from Knightsbridge to be 
manager. Bradford, Overseas Dept: Mr 
N. L. V. Ruoff to be manager on retirement 
of Mr Kipling. Bromsgrove: Mr T. W. B. 
Tranter from Ross-on-Wye to be manager 
on retirement of Mr Ralphs. 

Martins Bank—Sir John N. Nicholson has 
been appointed a member of the Board. Lon- 
don—District Office: Mr W. E. Turnbull from 
Midland district office to be an assistant 
superintendent of branches; Mr D. E. 
Brewis from Liverpool district office to be 
an inspector. Liverpool district office: Mr 
N. R. Manser from London to be an in- 
spector. Bury: Mr W. Beswick from 
Rochdale to be joint manager. East Boldon: 

Mr G. A. Welsh from Hexham to be 
manager. Liverpool, Walton: Mr F. B. 
Snaith from head office to be manager. 
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Midland Bank—Head Office: Mr J. V. 
Coles from West Smithfield to be superin- 
tendent of branches in succession to Mr 
Glover; Mr H. Perry from Northampton to 
be superintendent of branches in succession 
to Mr Wain. London—Chancery Lane: Mr 
F. H. C. Glover to be manager on the 
retirement of Mr Robinson; Golden Sq: 
Mr L. S. Farmbrough from Golders Green 
to be manager in succession to Mr Marriage; 
Haymarket: Mr D. B. Cathie from St 
James’s St to be manager in succession to 
Mr Arnsby; Lee Green: Mr C. R. Minty to 
be manager in succession to Mr R. Baker; 
St James’s St: Mr R. Baker from Lee Green 
to be manager in succession to Mr Cathie. 
Bedford: Mr F. Wain to be manager in 
succession to Mr Oxland. Bradford, St 
James’s Mkt: Mr T. E. Dickinson to be 
manager. Dunstable: Mr P. N. Wainwright 
to be manager. WNetherfield: Mr S. F. 
Bartlett from Hinckley to be manager on the 
retirement of Mr J. R. Alcock. 

National Provincial Bank — London — 
Woodside: Mr G. W. Webb to be manager. 
Ashford: Mr G. C. D. Hesseltine from 
Dorchester to be manager. Bexleyheath: 
Mr E. J. Berry to be manager. Camelford: 
Mr R. S. Mason from Camelford to be 
manager. Doncaster: Mr S. A. Key from 
Wakefield to be manager on the retirement 
of Mr Jopling. Dorchester: Mr H 
Morgan from Shrewsbury to be manager. 
Hull, Hessle Rd: Mr E. Duncan from Boar 
Lane, Leeds, to be manager. Knaresborough: 
Mr J. R. Haigh from Kettering to be 
manager on the retirement of Mr Forrest. 
Menai Bridge: Mr E. G. Davies from 
Caernarvon to be manager on the retirement 
of Mr Pierce. Paddock Wood: Mr E. R. 
Whillier from Ramsgate to be manager on 
the retirement of Mr La Haye. Sturminster 
Newton: Mr A. O. James from Cardiff Docks 
to be manager on the retirement of Mr 
Allen. Swinton: Mr F. S. Swales from 
Pudsey to be manager. 

Westminster Bank—London—City Trustee 
branch: Mr D. R. Kennedy from Grosvenor 
Gdns Trustee branch to be manager; Gros- 
venor Gdns Trustee branch: Mr J. H. M. 
Richardson to be manager; Harley St: Mr 
S. O. Quin from Watford, Cross Rds, to 
be manager on the retirement of Mr Hilton; 
Muswell Hill: Mr E. H. Easun from Rood 
Lane to be manager; Piccadilly Circus: Mr 
F. Bradford from Marylebone, Oxford St, 
to be manager; Threadneedle St: Mr B. 'T. H. 
Burman to be manager on the retirement of 
Mr Heaver; Mr H. Lindsay from Piccadilly 
Circus to be deputy manager. Banbury: Mr 
J. T. P. Hallett from Basingstoke to be 
manager on the retirement of Mr D. J. 
Wood. Watford, Cross Rds: Mr W. C. 
Morgan from Muswell Hill to be manager. 





BANKING STATISTICS 








Trend of * Risk ’’ Assets 


(£, millions, except for italicized figures, which show percentages of gross deposits) 
Changeon Change 








1955 1956 latest on 
June April May June month year 
Barclays: 
Advances a aA 438.0 368 .3 366.9 380.1 +13.2 - 57.9 
% ie me 31.8 27.9 27.8 28.4 
Investments... y. 470.3 450.4 450.5 445.6 - 4.9 — 24.7 
o% i 34.2 34.0 34.1 33.3 
Lloyds: 
Advances a me 366.2 337.4 338.7 348.9 +10.2 — 17.3 
% saa ef 31.1 30.5 30.5 30.7 
Investments... * 385.8 374.1 374.1 356.4 —17.7 — 29.4 
% 32.8 33.8 33.7 31.3 
Midland: 
Advances he. o 462.5 405.2 406.4 420.7 +14.3 —- 41.8 
eo es 32.8 30.2 30.3 30.4 
Investments... - 490.0 462.3 462.3 462.3 — —- 27.7 
b te 34.4 34.5 34.4 33.4 
National Provincial: 
Advances ‘- ” 300.2 273.7 267 .3 278.5 +11.2 — 21.7 
% a ald 36.5 37.1 35.8 36.5 
Investments... re 226.0 212.8 211.6 211.6 — ~ 14.4 
% i oa 27.5 28.8 28 .3 27.7 
Westminster: 
Advances a aie 302.8 251.1 259.7 270.1 +10.4 — 32.7 
% MS: 36.1 31.8 32.3 33.5 
Investments... ost 266.0 249 .3 249.3 249.3 — —- 16.7 
% a = 31.7 31.6 31.0 30.9 
District: 
Advances si al 76.2 63.9 63.0 69.3 + 6.3 -~ 6.9 
% a 7” 32.0 28.6 27.6 30.3 
Investments... ie 80.7 69.8 73.6 73.1 - 0.5 —- 7.6 
% . 33.8 31.2 32.2 32.0 
Martins: 
Advances - - 106.9 95.5 92.6 91.2 — 1.4 —- 15.7 
% ae - 35.2 33.0 31.8 30.1 
Investments... tA 88.9 85.2 85.2 80.9 —- 4.3 - 8.0 
% af 7 29.3 29.5 29.2 26.7 
Eleven Clearing Banks: 
Advances oe .. 2,186.3 1,908.8 1,909.6 1,975.0 +65.4 — 211.3 
% ae ne 33.6 31.2 31.1 31.5 
Investments... .. 2,099.0 1,987.2 1,990.3 1,962.8 —27.5 -— 136.2 
% ss 32.2 32.8 32.4 31 .F 





Trend of Bank Liquidity* 
1955 1956 





Jan Mar May June Dec Jan Feb Mar Apr May June 
2. eS -. . ee ee ee 


/O 0 / Oo 
Barclays .. 4.3 BS 3.0 Bs 37.9 W.1 3.7 H.3 8.5 BO HM. 
Lloyds + C.R Fit 3:2 He HS M4 52.3 32.3 A.D HS 38.1 
Midland .. SO Wl 2:1 Bil B22 37.7 BS BS BRB. MH. 28 
National Prov. 38.2 30.7 31.6 32.3 38.6 38.0 34.1 31.3 31.8 33.2 33.3 
Westminster... 32.6 29.7 29.8 28.1 36.3 37.7 34.7 33.1 33.5 32.4 31.3 
District .. 82 HS 0:9 DS D.9 46.0 B.1 57.2 TO B.0 OH. 
Martins .. 9 2.5 31.9 31.6 399.8 36.8 33.6 33.3 33.9 35.1 9.3 


All Clearing 
Banks .. 34.4 29.9 30.5 30.1 37.4 37.6 34.3 33.1 33.4 33.2 33.5 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 

1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 


1951: 


Oct 


Nov 


1955: 


June 


1956: 


April 
May 
June 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 


5,981 
5,973 


6,173 
5,853 


5,860 
5,971 


2,423 
1,981 


2,042 
2,109 
* Ten clearing banks for 1921-35, thereafter eleven 


Banking Trends since World War I* 


t Ratios to gross deposits, i.e. including items in course of collection. 


Ways and Means Advances: 
Bank of England .. 
Public Departments 

Treasury Bills: 
Tender 
Tap 














Liquid Invest- Combined 
Assets Ratiot ‘TDRs ments Advances’ Ratiot 
{mn % £mn {mn % 
680 38 — 325 833 64 
658 37 = 391 750 64 
581 35 -- 356 761 67 
545 33 — 341 808 69 
539 32 286 856 69 
532 32 — 265 892 70 
553 32 a 254 928 69 
584 33 —- 254 948 68 
568 32 -~ 257 991 69 
596 33 -—- 258 962 68 
560 32 -— 301 919 69 
611 34 —- 348 844 67 
668 34 —- 537 759 66 
576 31 — 560 753 70 
623 31 ~- 615 769 69 
692 32 —— 614 839 68 
713 32 -— 643 865 68 
683 30 652 954 70 
672 30 — 637 976 71 
648 29 — 608 991 71 
785 31 73 666 955 65 
676 23 495 894 858 59 
712 22 642 1,069 797 57 
723 20 1,002 1,147 747 52 
788 19 1,387 1,165 750 46 
886 19 1,811 1,156 768 41 
1,280 25 1,492 1,345 888 ca 
1,646 29 1,308 1,474 1,107 46 
1,703 29 1,284 1,479 1,320 47 
1,920 32 983 1,505 1,440 49 
2,345 39 430 1,505 1,603 52 
2,308 38 247 1,624 1,822 56 
2,097 34 — 1,983 1,838 62 
2,201 35 — 2,163 1,731 62 
2,190 34 — 2,321 1,804 64 
2,098 33 ——- 2,149 2,019 65 
39.1 177 1,555 1,897 55.7 
32.0 108 2,033 1,925 64.0 
1,962 30.1 — 2,099 2,186 65.8 
2,040 33.4 ~- 1,987 1,909 63.7 
33.2 —- 1,990 1,910 63.4 
33.5 ~— 1,963 1,975 62.8 
except for italicized line for 1936. 
Floating Debt 
July 23, June 23, June 30, July 7, July14, July 21, 
1955 1956 1956 1956 1956 1956 
{mn {mn {mn {mn {mn {mn 
— — i 27 —- -— 
286.1 279.7 268.5 256.9 262.5 277 .6 
3,270.0 3,280.0 3,270.0 3,270.0 3,270.0 3,300.0 
2,019.6 1,193.6 1,237.7 1,252.2 1,280.1 1,256.6 
5,575.7 4,753.3 4,781.5 4,780.6 4,812.6 4,834.2 
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National Savings 


(£ mn) 
Change 

Savings in Total Total 

Certi- Defence Savings Total Accrued Defence Remain- Remain- 

ficates Bonds Banks Small Interest Bond ingIn- ing In- 

(net) (net) (net) (net) Maturity vested* vested 
1948-49 .. — 6.6 ~ 6.4 +39.8 +26.8 102.8 -—52.1 +59.5 6,101.9 
1949-50 .. -—23.4 —-18.6 -—- 29.7 -71.7 100.8 -0.9 +24.2 6,126.7 
1950-51 .. -— 5.5 -20.7 - 64.7 - 90.9 95.3 — + 4.1 6,130.8 
1951-52 .. +19.8 -14.7 -— 90.3 — 85.2 94.1 -42.6 —-36.5 6,094.3 
1952-53 .. +20.8 —-11.3 -131.6 -122.1 88.3 -45.5 -~73.4 6,020.9 
1953-54 .. +19.0 + 0.3 -— 79.3 - 60.0 88.6 -—38.4 -12.2 6,008.7 
1954-55 .. +45.8 +50.0 -—- 35.5 +89.5 89.4 16.0 +120.8 6,126.2 
1955-56 .. +20.9 +63.3 - 76.4 —- 32.7 77.6 -49.0 -~ 5.8 6,119.0 

1955-56 
April-May + 6.4 + 4.2 + 2.9 +13.5 13.4 -2.5 +23.0 6,148.0 
June .. + 3.8 tf 1.5 - 5.9 - 0.6 6.6 -1.3 + 6.0 6,154.0 
1956-57 

April-May —- 8.3 - 30 +7.3 - 4.0 10.1 -21.8 -14.0 6,105.0 
June . -— 9.4 47.9 - 3.8 - 5.3 5.9 - 3.4 -~ 2.0 6,103.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 












































(Millions of US dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (—) Financed by: 
Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946.. = = — 908 — +1123 + 220 2696 
1947.. a a= — — 4131 — +3513 —- 618 2079 
1948.. oo — -1710 682 + 805 - 223 1856 
1949.. ooo a — 1532 1196 + 168 —- 168 1688 
1950. . in ee +791 + 805 762 + 45 +1612 3300 
1951.. .. 112 - 876 — 988 199 —- 176 —- 965 2335 
1952.. .. —276 — 460 — 736 428 - 181 — 489 1846 
1953.. .. +113 +433 + 546 307 - 181 + 672 2518 
1954.. .. + 85 +407 + 492 152 —- 400 + 244 2762 
1955.. .. —169 — 406 — 575 114 —- 181 — 642 2120 
1955: 
I a — 143 — 144 49 — - 95 2667 
II .. + 36 — 88 —- 32 45 —- + 13 2680 
lil .. 105 — 240 — 345 10 —- —- 335 2345 
IV .. 119 + 65 — 54 10 - 181 — 225 2120 
1956: 
January cc = + 46 + 23 6 — + 29 2149 
February .. —- 8 +63 + 55 6 — + 61 2210 
March .. — 16 + 78 + 62 5 — + 67 2277 
I .. — 47 +187 + 140 17 — + 157 2277 
April oo +47 + 47 + — + 51 2328 
May .. + 29 + 9 + 38 3 — + 41 2369 
June .. + 16 - 2 + 14 2 ~- + 16 . 2385 
+ 99 9 _— + 108 2385 


IT .. + + 54 














* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprise annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, in 1954, initial payment of $99 mns on funding of EPU 
debt and repayment of $112 mns to IMF. Credits comprised $4,909 mns in 1946 from 
US and Canadian loans; $420 mns from IMF in 1947-49; and $325 mns from S. African 


gold loan of 1948. 
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BRITISH BANK OF 





THE MIDDLE EAST 





Another Satisfactory Year 





The British Bank of the Middle East was 
held on July 17 in London, Sir Dallas 
Bernard, Bt, chairman, presiding. 

The following are extracts from the chair- 
man’s circulated statement for the year to 
March 31, 1956: 

In my statement a year ago, I told you that 
Lord Kennet, who joined the Board in 1937, 
and who reassumed the chairmanship after the 
death of Colonel Buxton, had agreed to remain 
on the Board after handing over the chairman- 
ship to me. I am most grateful to him for 
giving me the benefit of his advice and experi- 
ence during the last few months. I am sorry 
to say that he has now retired from the Board. 
But I cannot let him go without once more 
thanking him on your behalf as well as on 
behalf of his colleagues on the Board, for his 
outstanding services rendered so freely over 
19 years. 


Tt 67th ordinary general meeting of 


Expansion of Deposits 


I am again glad to be able to report another 
satisfactory year of continued progress. Our 
Public Deposits and ancillary Accounts are up 
£4,700,000 to £58,000,000. Cash in hand 
and Money at Call at £8, 000,000 is down by 
£500,000. We hold no Treasury Bills as 
against £6,000,000 last year. But investments 
in British Government securities are up by 
£8,000,000 to £26,000,000; all these stocks 
have fixed redemption dates and include a 
high proportion with very near maturity dates. 
You will notice from the Balance Sheet that 
these stand in our books below market value. 

Loans, Advances and Bills Purchased at 
£26,000,000 against £23,000,000 show satis- 
factory progress. 

We are continuing with our building pro- 
gramme and spent £124,000 during the year. 
We have written off £50,000 from Bank and 
other Premises out of our profit for the year. 
£300,000 has been transferred from our 
Reserve for Contingencies to our published 
Reserve Account, bringing the total of that 
account to £ 1,800,000. 

The Accounts again show a strong position 
and give ample justification for a final dividend 
of 6 per cent, making 10 per cent for the year. 

At the Annual General Meeting members 
will be invited to consider a resolution, the 
terms of which are set out in the notice of this 
meeting, increasing the authorized capital of 
the Bank to £2,500,000 by the creation of 
1,000,000 new shares of £1 each, and authorizing 
the Directors to issue the new shares to such 
persons at such times and on such terms as 
they think fit. It is the present intention of 
the Directors to issue 500 ,000 of the new 
shares during the current financial year, by 
way of a rights issue to members. Your 
Board have no plans at this time for issuing 
the remainder. They consider it advisable to 
increase the capital of the Bank in view of the 
expansion of our business. Members will also 
be asked to consider a resolution substituting 
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in Article 83 of the Statutes of the Bank the 
holding of shares of the nominal value of £500 
as the qualification for a Director in place of the 
present qualification of shares of the nominal 
value of £1,000. It is felt that this is excessive 
and might prevent the acceptance of office by 
persons considered to be eminently suitable as 
Directors. 

Our premises in London at Gracechurch 
Street have become inadequate for our needs 
and we have taken fresh premises for our Head 
Office at 6-7 King William Street, which gives 
us all the accommodation that we need now and 
for some time to come. We expect to move 
into these new premises early in July. 

Middle East Conditions 


As the Bank’s name implies, we are primarily 
engaged in that undefined area known as the 
Middle East. During the past year there has 
been much disturbing news from certain parts 
of it, but I would also like to say that there 
has been much good news which does not 
always find equal prominence in the press. 

The enhanced prosperity and rising standards 
of living in the Middle East depend on the 
result of revenues from oil production which is 
principally disposed of in Western European 
markets. There is thus mutual interdepend- 
ence between Western Europe and the pro- 
ducing countries, and it is a mistake to think 
that oil interests are immediately, or even 
ultimately, affected by every political incident 
in the Middle East that makes headlines in the 
Western press. 

The long-term contractual obligations be- 
tween the Governments of oil-producing 
countries and the oil companies bring very 
satisfactory results to both parties and their 
prosperity to a lesser extent spills over to 
benefit indirectly those adjacent countries 
which themselves have no direct revenues 
from oil. The benefits accruing to countries 
which provide wayleaves for pipelines or 
refinery sites are quite considerable. 

Oil production of the Middle East in 1955 
was 161,000,000 metric tons, against 133,000,000 
metric tons in 1954 and 118,000,000 in 1953. 
I will also remind you that the largest known 
oil reserves of the world are situated in this 
area. These facts speak for themselves. 

In November and December last, accom- 
panied by Mr Musker, I visited our branches at 
Tripoli, Kuwait, Bahrain, Doha, Dubai, Shar- 

jah, Baghdad, Damascus, Amman, Jerusalem 
and Beirut, in that order. I was impressed by 
much that I saw, but particularly I was struck 
by the high regard in which our Bank is held 
in its area of operation. For this we have to 
thank our Staff, of whose devotion to your 
service you may rest assured. It was a great 
pleasure to me during my tour to meet so 
many of our Staff and their families. 

The report and accounts were unanimously 
adopted and resolutions were passed approving 
the proposed increase of capital and making an 
alteration in the Statutes. 
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THE STANDARD BANK OF SOUTH AFRICA 
LIMITED 





Continued Expansion of Business 





A Year of Prosperity and Development in All Territories 





Annual General Meeting for the year 

1956) was held on July 25 in London, Sir 
Frederick Leith-Ross, GCMG, KCB (the 
Chairman), presiding. 

The following is an extract from his circu- 
lated statement :— 

Once again I am able to report to you that 
the business of the Bank has continued to 
expand. ‘This will be seen from the year’s 
accounts, which show a Balance Sheet total of 
£18 millions more than last year. 

The year 1955 was, generally speaking, a 
year of great prosperity and active development 
in all our territories. But it was marked by an 
increasing tightness of money and demands for 
extended credit, with a corresponding increase 
in the calls on our Bank for assistance. In an 
endeavour to meet the legitimate day-to-day 
claims in respect of the productive needs of 
industry and commerce without disturbing the 
even flow of the business of our customers, and 
at the same time to do our best to comply with 
official policy, we have had to adopt a process 
of careful selection to ensure that the assistance 
we could give was evenly spread between the 
great body of our customers. 

During 1955 the issue of 2,000,000 fully paid 
{1 shares at 35s per share was successfully 
accomplished, increasing the paid-up capital 
of the Bank by £2 millions to a total of £9 
millions and providing a further £1,500,000, 
by way of share premium, as an addition to the 
Reserve Fund. The additional cash thus 
brought into our business has been of great 
assistance in meeting the pressure for accom- 
modation with which we have been faced. 

The profit for the year is £823,359, an in- 
crease of about £35,000 on that of the previous 
year. ‘The balance brought forward was 
£581,703, so we have £1,405,062 to deal with. 

After various appropriations and the dividend 
distribution of 2s 6d per share there will 
remain {458,187 to be carried forward. 


[a 143rd Ordinary Meeting (being the 


Standard Bank Finance and 
Development Corporation 


_ After making a transfer to Reserve for Con- 
tingencies, the profit amounted to £21,178, 
which compares with £21,087 last year. To- 
gether with £64,292 balance of profit brought 
forward from last year there is £85,470 available 
for allocation. The Board of Directors have 
decided to repeat the modest distribution of 
2s 6d per share paid last year which, after 
deduction of Income Tax at 8s 6d in the £, 
will take £14,375 and leave £71,095 to be 
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carried forward to the next accounts. 


Banking Competition 

In all the countries in Africa where we 
operate we have seen in the last few years signs 
of increasing competition. In the Union con- 
siderations quite unrelated to the service pro- 
vided by the Bank have often been brought 
to bear in order to secure the transfer from 
us of accounts which we have held for many 
years. Intense competition for deposits by 
building societies and other non-banking insti- 
tutions has resulted in an increase in deposit 
rates in which the Banks have had to follow to 
some extent in protection of their positions. 
This increase in rates is unwelcome to the 
Authorities and it is with regret that we have 
found ourselves obliged to agree to them. 
Despite this increasing competition we have been 
able to maintain our position and, with the 
rapid development which is_ taking place 
throughout the Continent of Africa, I feel con- 
fident that the business of our Bank will 
continue to expand. 


Union of South Africa 


In South Africa, 1955 was a good year for 
farmers and a record year in mining, manufac- 
turing, building, the distributive trade and 
transportation, but it may mark the limit of 
the forward surge in the economy during the 
past three years. 

While 1956 may not be as commercially 
active and prosperous as the past few years, the 
difference is not likely to be great and the 
general level of trade may well.be maintained. 


- The Federation of Rhodesia and 
Nyasaland 

The past year was again one of great pros- 
perity for the Federation. Development in all 
branches of industry continues actively. 

The main problem of the Federation is the 
need of capital to maintain and carry forward 
this development. ‘There are few countries in 
the world which can offer such rich prospects 
for development as the Federation, but, in 
present conditions of monetary stringency, the 
finance may not be readily available. 


East Africa 


In each of the East African territories experi- 
ments are at present being tried with a view to 
giving all races a limited share in the responsi- 
bilities of Government. 

The report and accounts were adopted. 











Performing such feats of courage as crossing Piccadilly 
in the rush hour by zebra, or if completely 
exasperated, by tight-rope, without betraying so much as a 
flicker of fear, shows the man with sang-froid. 

His secret? No worries about the future. He has taken out 
a Life Assurance. The Legal & General make a 
point of regarding every Life Assurance policy as the 
very personal affair it should be. We are always 
ready to give sound advice on any type of insurance, for 
anything or anybody, whether it is for a bicycle or a 
pension scheme for a staff of a thousand. 


LEGAL & GENERAL 


ASSURANCE SOCIETY LIMITED 


Chief Administration: 


188 FLEET STREET LONDON, €E.C.4 TELEPHONE: CHANCERY 4444 


—_ 














